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Financial Highlights »

in thousands of dollars, except market price and per share data

2003 2002

REVENUES $3,406,002 $2,586,550
NET INCOME $ 192,120 $ 149,352
TOTAL ASSETS $2,717,460 $1,910,832
SHAREHOLDERS' EQUITY $1,044,478 $ 863,620
Per Common Share Amounts

Net Income $ 10.43 $ 8.10

Net income Assuming Dilution $ 10.31 $ 8.04

Shareholders’ Equity $ 55.51 $ 47.07
Market Price on December 31 $ 52.26 $ 35.45
52-Week Price Range:

High $ 5318 $ 3830

Low $ 35.50 $ 25.25

Statement of Business » Headquartered in Richmond, Virginia, LandAmerica Financial Group, Inc. (NYSE:LFG) serves as a
premier provider of title insurance and real estate transaction services for the commercial and residential real estate industry, consismers and
fenders. » LandAmerica issues title insurance policies through various title insurance subsidiaries, including three principal underwriters:

» Commonwealth Land Title Insurance Company
» lawyers Title Insurance Corporation
» Transnation Title Insurance Company -

Along with the issuance of title insurance policies for residential real estate, many LandAmerica companies provide title search ani
examination, home inspection, as well as escrow, closing and settlement services, For commercial transactions the company also provides
engineering and envircnmental assessment, valuation, survey, zoning, tax and flood services, UCC insurance, environmental insurance and
1031 exchanges. » In 2003, LandAmerica significantly expanded the products and services offered to the mortgage lending community.
Today, along with coordinated title insurance and closing services, LandAmerica companies can also provide tax payment services, flood
zone determinations, consumer mortgage credit reporting and default management services. » LandAmerica and its subsidiaries operate
over 800 company-owned offices and through a network of 10,000 active agents in the United States, Mexico, Canada, the Caribbean,
and Latin America.
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To Our Shareholders »

During 2003, the low interest rate environment fueled cur growth to over $3.4 billion in revenues.
All across LandAmerica, employees worked countless hours to maximize these favorable circum-

stances and produce record results:

» 32% increase in operating revenue

» 29% increase in net income to $192 million

» Shareholders’ equity reached an all-time high just over $1 billion
» Earnings per share reached a record high above $10

While many in our industry appreciate gains from the strong real estate market, it is the depth of
our underwriting experience, commitment to our customers, and customer-focused strategy that
continue to set us apart. In addition, LandAmerica employees are dedicated to providing exceptional
customer service and achieving our vision of being the leader in real estate transaction management,

Although we set many positive records in 2003, we also experienced a slow-down in residential
refinancing activity during the fourth guarter that is trending into 2004. Consequently, as we enter
2004 you will see us continue to effect proportional cutbacks in staffing and other expenses, taking
all the necessary steps to protect margins and service platforms. After two years with the wind at
our backs, we are now adjusting our sails for more difficult times, while aggressively continuing to
take advantage of the growth opportunities that are available, both in expanded services, and in our
traditional markets.

Growth » LandAmerica’s aggressive acquisition strategy resulted in the addition of 19 new companies to
our family in 2003, including Gateway Title with 33 title and escrow offices in the highly competitive
Southern California market, as well as other title agents in California, Colorado, Michigan, Missouri,
New Jersey, New York, Texas, and Utah. In January 2004, we entered into a definitive agreement,
subject to regulatory approval, to purchase Southland Title, California’s largest independent title and
escrow company.

In keeping with our plan to expand real estate transaction product and service offerings beyond
title insurance in 2003, LandAmerica completed another two major acquisitions: LERETA, one of the
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nation’s leading tax and flood services providers, and Infol, a premier source of mortgage cradit
- reporting services.

Focusing on the Customer » in November 2003 LandAmerica announced, and in January 2004
implemented, a customer-focused strategy to increase intimacy with our customers. In conjunction
with that strategy, we created leadership positions and teams to support our primary custorer
groups: direct, commercial, agents, and national lenders,

These leaders and teams will be responsible for ensuring consistent service quality and
operational excellence by providing common support platforms and structures for the various

markets in which we operate.

Operational Excellence » As the order count rose to a record 1,400,000 in 2003, our processes and
efficiency continued to improve. Our enhanced online resources and technical support have allowed
us to provide more than 10,000 residential, commercial, and mortgage processing customers with
e-business capability through our proprietary LandAmerica Connection platform.

LandAmerica Commercial Services has strengthened its approach to provide commercial customers
with a streamlined, efficient, “one point of contact” solution that can include coordinated title and
closing, assessment, flood and zoning certification, tax services, survey coordination, appraical and
valuation, construction disbursement, 1031 exchange services, and UCC-9 insurance.

With over half our revenues generated by agents, LandAmerica is also strengthening its
commitment to help our agent partners succeed. Our Agency Services Center in Louisville sets the
standard as the industry’s only centralized processing center for title agents. And in 2004, we will
introduce a comprehensive array of new business support services exclusively for LandAmer ca
agents ranging from human resources and benefits assistance to a co-op marketing program.

National Lender Services will focus on offering flexibie service packages to national lenders
available through LandAmerica OneStop®, LERETA, Info1, and LandAmerica Default Services Company.
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Unity » In 2003, we continued to expand our process to identify all operations of the Company
under the LandAmerica brand, featuring a single set of graphic elements. We launched a new
creative marketing campaign in industry magazines and trade shows. And we developed a new
and improved website at www.landam.com, re-organized based on customer feedback and already
proving to be a useful source for new business development.

Our unity and branding effort has resulted in enhanced awareness of LandAmerica and a lasting
impression &f strength and stability in our marketplace. We are also witnessing a new sense of -
cooperation and enthusiasm among our employees, and this continues to translate into improved

levels of customer service throughout.

Transitions » At the start of 2004, Janet A. Alpert was promoted to Vice-Chair and became responsible
for market development with particular emphasis on building a platform of bundled services for
national lenders. After 35 years with the Company, Ms. Alpert plans to retire at the end of 2004,
and will also assist with succession planning and management transitions.

Also in January 2004, Theodore L. Chandler, Jr. was promoted to President, and Michelle H. Gluck
to Executive Vice President — General Counse! and Secretary. Mr. Chandler will continue in his role
as Chief Operating Officer, and be responsible for company growth and operating performance.
Ms. Gluck joined LandAmerica in late 2003 in preparation for Mr. Russell Jordan’s retirement.

After 35 years of dedicated service, we salute Russell W. Jordan, H—Executive Vice President -
General Counsel and Secretary who retired in January 2004. A well-respected figure in our industry,
Mr. Jordan was a valued member of our executive leadership team. As general counsel he
contributed sound legal reasoning and practical insights into the legal issues surrounding our
ever-expanding company. As corporate secretary he advised the board of directors on governance
matters. We wish Mr. Jordan and his family all the best in his well-earned retirement.

With announced changes in our corporate and customer-focused structure, we had numerous
changes and appointments to our executive management team. Please see page 39 for a complete
list; newly appointed executives are noted with an asterisk.
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i % Chairman
Charles H. Foster, Jr.

¥ Vice-Chair
Janet A, Alpert

President & CCO
Theodore L. Chandler, Jr. 3

In Appreciation » As is their practice, LandAmerica employees everywhere continue to find innovative
ways to bring value to our customers and to cur shareholders. Our employees prove, time and
again, that it is their dedication and creativity that distinguish us in the marketplace, and we thank
them for their efforts.

To our agents, our valued partners in business, we want to thank you for your continued
contributions and support. We recognize that your success is indeed our success, and we look
forward to expanding our relationships in 2004,

And to you, our shareholders, we appreciate your investment in our company and your
continued loyalty. To each and to ail—thank you for your support. We look forward to bringing
more good news as we work to become the premier provider of real estate transaction services.

W 8@44’. Upd pZstn X Chstlod

Charles H. Foster, Jr. Janet A. Alpert Theodore L. Chandler, Jr.
Chairman and Chief Executive Officer Vice-Chair President and Chief Operating Officer
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LandAmerica

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

OVERVIEW

During 2003, the Company expanded the breadth of services
that it provides to its customers. As a result, the Company is
providing information regarding the Company’s two major
business segments, Title Insurance and Lender Services. Other
non-reportable business segments are reported in a category
called Corporate and Other. These groupings of business units
are used by Company management to manage the Company’s
operations. The Company’s dominant segment is Title
Insurance, which in 2003 accounted for 97.4% of the
Company’s operating revenues.

Title Insurance

Our Title Insurance segment is influenced by the level of real
estate activity and the cost and availability of mortgage funds.
Revenue for this segment results primarily from resales and
refinancing of residential real estate and, to a lesser extent,
from commercial transactions and the construction and sale of
new housing. In addition, Title Insurance revenue is affected
by the Company’s sales and marketing efforts and its strategic
decisions based on the rate structure and claims environment
in particular markets.

Premiums and fees are determined both by competition
and by state regulation. Revenue from direct title operations is
recognized at the time real estate transactions close. There can
be a several month delay between the time that a title order is
opened and the real estate transaction closes. Operating revenues
from independent agents are recognized when the Company
receives notification from the agent that a policy has been
issued. The delay in notification varies from agent to agent
and between regions of the country. During 2003, the
Company had an average delay from policy issuance to
reporting of 120 days. There can be a significant lag between
changes in general real estate activity and their impact on
the portion of the Company’s revenues attributable to agents.

The demand for our title insurance products and services
is dependent upon, among other things, the volume of
commercial and residential real estate transactions, including
mortgage refinancing transactions. The volume of these
transactions has historically been influenced by factors such
as interest rates and the state of the overall economy. For
example, when interest rates are increasing or during an
economic downturn or recession, real estate activity typically
declines and we experience lower revenues and profitability.
The cyclical nature of our business has caused fluctuations in
revenues and profitability in the past and is expected to do so
in the future.

The Company’s profit margins are affected by several
factors, including the volume of real estate and mortgage
refinance activity, title policy type and amount. Volume is an
important determinant of profitability because the Company,
like any other real estate services company, has a significant
level of fixed costs arising from personnel, occupancy costs
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and maintenance of title plants. The Company utilizes orders
opened as a forward looking indicator of business volume,
Because premiums are based on the face amount of the policy,
larger policies generate higher premiums although expenses of
issuance do not necessarily increase in proportion to policy
size. Cancellations affect profitability because costs incurred
both in opening and in processing orders typically are not
offset by fees.

The Company’s largest expense is commissions paid to
independent agents. The Company regularly reviews the prof-
itability of its agents, adjusting commission levels or canceling
certain agents where profitability objectives are not being met
and expanding operations where acceptable levels of profit-
ability are available. The Company continually monitors its
operating expenses which are the sum of salaries and employee
benefits, agency commissions and other expenses (exclusive of
interest, amortization and certain other items) as a percentage
of operating revenues.

Generally title insurance claims rates are lower than other
types of insurance because title insurance policies insure
against prior events affecting the quality of real estate titles
rather than against unforeseen, and therefore less predictable,
future events. See “Critical Accounting Estimates — Policy and
Contract Claims” for further discussion. In addition, the
Company may be subject to claims and litigation other than in
the ordinary course of business. For a discussion of pending
legal proceedings, see “Item 3 - Legal Proceedings.”

Operating revenues in 2002 and the early part of 2003
increased primarily due to a favorable residential mortgage inter-
est rate environment and a large volume of mortgage refinancing
transactions. However, the Company began to experience a
decline in refinancing transactions during the third quarter of
2003 and the level of refinancing transactions continued to
decline during the fourth quarter of 2003. For fiscal year
2004, the Company expects that the level of refinancing trans-
actions will be substantially below that experienced in recent
years. This decline in the volume of refinancing transactions is
the result of an extended period of declining mortgage interest
rates followed by recent increases in those rates.

A significant challenge facing management of the Title
Insurance segment is management of the revenue reductions
expected to occur due to the decline in refinancing activity.

As a result, operating results for the years ended 2002 and
2003 should not be viewed as indicative of results for any
future period. The Company has been reducing staffing levels
in response to the reduction in refinance transactions. The
Company expects to realize the full effect of expense savings
from these staffing level reductions in 2004. Continuing staff
reductions and expense management will be an ongoing focus
for senior management.

Integration of recent and planned future acquisitions, and
evaluating new potential acquisitions will also be a significant
challenge and opportunity for this segment in 2004.




Lender Services

Our Lender Services segment provides services to regional and
national lending institutions which complement those offered
in our title insurance business. These services consist primarily
of real estate tax processing and flood certification services,
mortgage credit reporting and default management services.
With the exception of default management, the services pro-
vided by this segment are the result of businesses acquired by
the Company during 2003. The Company expanded into the
business of providing flood certification and real estate tax
services to mortgage lenders by purchasing LERETA Corp.
{“LERETA”), one of the largest, most advanced service
companies In its industry, on October 1, 2003. The Company
also entered the credit information business for the mortgage
lending industry through its acquisition in August 2003 of
INFO1 Holding Company, Inc.

The Lender Services segment realizes a majority of its
income through service revenues associated with tracking and
reporting of real estate tax payments and flood zone certifica-
tions related to mortgage loans for lending institutions. The
lenders pay for these services at the time they add a loan to
their servicing portfolio. The Company defers a significant
portion of its revenue received for these services. As a result,
revenue reported in the financial statements represents the
amortization of both current and prior service fees and is not
representative of new contract sales levels. Expenses on the
other hand are charged to the income statement as incurred
and are not deferred. Thus, an understanding of the levels
of deferred revenues in this area is critical to understanding
the relative strength of business related to tax services. The
amortization rates are reviewed regularly to determine if there
have been changes in contract lives and/or changes in the
number or timing of prepayments, and adjusted to reflect
current trends. The Company is required in certain instances
to reimburse part of the fees should the lender sell the loan
to another party.

Revenues in the mortgage credit reporting area and
default management services are recognized when the report
or service is delivered to the customer.

This segment has a substantial opportunity to leverage the
Company’s title insurance business relationships to cross-sell
services to other financial institutions. A significant challenge
for these businesses will be integration into the Company’s
overall structure without jeopardizing their current business
relationships.

Corporate and Other
This group represents business segments that are not significant
enough in size to be reported separately. The businesses reported
in this group include residential inspection and commercial
appraisals and assessments, Orange County Bancorp and its
wholly-owned subsidiary, Centennial Bank, a California indus-
trial bank that the Company acquired in November 2003
(“Centennial”) as well as the unallocated portion of the corporate
expenses (including unallocated interest expense) related to the
Company’s corporate offices in Richmond, Virginia.
Centennial provides and purchases in bulk commercial
real estate loans to businesses primarily in the Southern
California marketplace and is dependent on the viability of
businesses in the Southern California markets in which it
operates. Deposits are solicited through the internet for both

certificates of deposit and passbook savings accounts. As an
industrial bank, Centennial does not accept demand deposits,
such as checking accounts, that provide for payment to third
parties. Centennial does not offer banking services such as
credit cards or automated teller machines.

The Company’s assessment business is managed by the
Company’s LandAmerica Assessment Corporation subsidiary
that was acquired in 2002 and which is headquartered in
California. This business prcvides due diligence services to
commercial customers throughout the country. Revenue is
recognized upon completion of the services to the customer.

The Company’s residential inspection services are run by
the Company’s Inspectech subsidiary. This rapidly growing
subsidiary is one of the largest providers of residential real
estate inspections in the country. Its business is highly dependent
on the real estate industry and the levels of residential home
sales and refinancings. Inspectech charges a flat fee for each
transaction which is generally collected at the time of service.

The Company’s comme:cial appraisal operations are run
by the Company’s LandAmerica Valuation Corporation. Its
business is highly dependent on the Commercial real estate
market. They charge a fee based on the type and complexity
of work performed.

Critical Accounting Estimates

This discussion and analysis of the Company’s financial condi-
tion and results of operatiors is based upon the Company’s
consolidated financial statements which have been prepared in
accordance with accounting principles generally accepted in
the United States. The Company considers the following
accounting estimates to be critical in preparing and understanding
the consolidated financial statements. Actual results could differ
from these estimates. Signifizant accounting policies are dis-
closed in Note 1 to the accompanying Consolidated Financial
Statements.

Policy and Contract Claims—A provision for estimated
future claims payments is recorded at the time policy revenue
is recorded. The Company’s payment experience as well as the
industry’s extends for more than 20 years after the issuance of
a policy. Due to the length of time over which claim payments
are made and regularly occurring changes in underlying eco-
nomic conditions, these estimates are subject to variability.

As general economic conditions decline, claims experience has
been shown to deteriorate, leading to increases in such losses
as mechanics’ liens and defalcations. These factors tend to
diminish as economic conditions improve. Loss provision
rates are reviewed periodically and adjusted by management
as experience develops or new information becomes known.
In establishing loss provision rates, management considers
historical experience, currert economic conditions and the
mix of business. The Company’s independent consulting actu-
aries perform projections of required reserves as considered
necessary during the year and at year-end. These projections
are compared to recorded reserves to evaluate the adequacy
of such recorded reserves and any necessary adjustments are
included in current operaticns. The impact of a 1% change

in the loss rate on current year business volumes is as follows:

Increase in Loss Rate of 1%
Decrease in Loss Rate of 1%

$(32,598)
$ 32,598
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Purchase Accounting, bmpairment of Goodwill and Long-
Lived Assets—The Company, as a normal part of its business,
acquires agencies and other title related operations. In addition,
in 2003 the Company purchased three businesses which were
outside its traditional business expertise but primarily focused
in the real estate industry. As a result of these acquisitions, the
Company assigned fair values to the assets and liabilities pur-
chased and increased the amount of goodwill and other intan-
gibles recorded on its balance sheet. The Company utilizes the
services of an independent appraisal company to assist with
the allocation of purchase price to acquired assets (including
goodwill) and liabilities. On January 1, 2002 the Company
adopted Financial Accounting Standards Board (“FASB”)
Statements of Financial Accounting Standards (“SFAS™) No.
141, Business Combinations, No. 142, Goodwill and Other
Intangible Assets and No. 144, Accounting for the
Impairment or Disposal of Long-Lived Fixed Assets. SFAS
No. 141 established new rules for accounting for business
combinations and requires that all business combinations be
accounted for using the purchase method. SFAS No. 142
eliminated the requirement to amortize goodwill and other
identified indefinite life intangibles and instead requires that
impairment testing be performed at least annually. SFAS No.
144 requires that long-lived assets (other than goodwill and
indefinite life intangibles) be reviewed for impairment whenever
events or changes in circumstances indicate that the carrying
value of an asset may not be recoverable. Determination of
the amount, if any, of impairment associated with goodwill
or other long-lived assets is subject to a number of individual
criteria, each of which is difficult to value.

Deferred Tax Asset—Net deferred tax assets at December
31, 2003 and 2002 relate primarily to policy and contract
claims, pension liability, deferred service arrangements,
allowance for doubtful accounts and employee benefit plans.
A valuation allowance is provided for deferred tax assets if it
is more likely than not that some portion or all of the assets
will not be realized. The most significant factor in this deter-
mination is the projected future timing and amounts of tax-
able income. The provision of a valuation allowance would
reduce net income in the period recorded. Based upon our
historical results of operations, the existing financial condition
of the Company and management’s assessment of all other
available evidence, management believes that these assets will
more likely than not be realized.

Pension—The Company sponsors a defined benefit pension
plan which is valued annually by an actuary. The valuation is
dependent on significant assumptions. One significant assump-
tion is the expected long-term rate of return on plan assets.
The use of expected long-term rates of return may result in
recognized returns that are greater or less than actual returns
in any given vear. Over time the expected returns are used to
approximate actual long-term returns which result in a pattern
of expense recognition that more closely matches the service
lives of typical employees. The Company uses long-term and
actual historical returns, current and targeted asset mix and
future estimates of long-term investment returns to develop its
long-term return for plan assets. The Company’s anticipated
rate of return was 8.5% as of the 2003 valuation date.

Another significant assumption in valuing the pension
liability is the discount rate. The discount rate utilized is based
on rates on high quality fixed income debt instruments available

8 » LandArmerica Financial Group, Inc. 2003 Annual Report

at the end of each valuation period. The Company utilized a
discount rate of 6.0% in determining its 2003 benefit obliga-
tions. Changing the discount rate or long-term rate of return
would result in the following impact on the pension benefit
liability:
Projected Benefit Ohligation
$ (20,827)
$ 24536

Increase of 1% in discount rate
Decrease of 1% in discount rate

Deferred Service Arrangemenis—When the Company
acquired LERETA on October 1, 2003, all of LERETA’s assets
and liabilities were adjusted to fair value in accordance with
SFAS No. 141. In making these adjustments, LERETA’s
deferred revenue account, representing amounts which had
been deferred and would have been amortized over the
remaining lives of the contracts for the provision of real estate
tax monitoring and flood certification services existing at the
acquisition date, was eliminated. The deferred revenue
account was replaced with an account called deferred service
obligations representing the estimated fair value of the obliga-
tion to provide the required services over the remaining life
of the subject contracts. This account, established as of the
acquisition date, is being amortized over the remaining lives
of existing contracts.

As previously noted, real estate tax monitoring and flood
certification fees received on new contracts entered into since
the acquisition date are deferred and amortized over the esti-
mated lives of the contracts to which they relate. The sum of
amortization of the “initial deferred service obligation” and
amortization related to fees accrued on new contracts repre-
sent the earned fee amount reported as revenue for the period.

The amortization period for the purchase date deferred
service obligation and for deferred revenue is determined
using historical experience and information available from
outside sources. Amortization rates are reviewed regularly
and adjusted as necessary to reflect changes in contract lives
or prepaymient rates.

Seasonality
The title insurance business is closely related to the overall
level of residential and commercial real estate activity, which
is generally affected by the relative strength or weakness. of the
United States economy. In addition, title insurance volumes
fluctuate based on the effect changes in interest rates have on
the level of real estate activity. Periods of increasing interest
rates, usually have an adverse impact on real estate activity
and therefore premium and fee revenues. In contrast, real
estate activity usually increases when interest rates fall. In
2002 and 2003 the Company and the title insurance industry
benefited from the lowest interest rates in the last 40 years.
Historically, residential real estate activity has been generally
slower in the winter, when fewer families buy or sell homes,
with increased volumes in the spring and summer. Residential
refinancing activity is generally more uniform throughout the
seasons, but is subject to interest rate variability. The Company’s
Title Insurance segment typically reports its lowest revenues
in the first quarter, with revenues increasing into the second
quarter and through the third quarter. The fourth quarter
customarily may be as strong as the third quarter, depending
on the level of activity in the commercial real estate market.
However, in 2002 and 2003 the Company’s fourth quarter



revenues were stronger than the third quarter due to increased
activity in the residential real estate market related to refinance
activity.

The Company’s Lender Services segment has similar seasonal
trending. However, due to the nature of the revenue deferrals
made in this segment, as noted above, the impact on the
Company’s results of operations will differ. In instances where
the Company receives cash in advance for services for real

RESULTS OF GPERATIONS

estate tax payment and flood certification services, the revenue
is deferred and amortized ratably over the anticipated life of
the loan servicing. This ratable amortization has the impact of
reducing the volatility in revenue related to this segment.

In the 2001 through 2003 period, the typical seasonality
of the title insurance business was influenced by changes in
the levels of refinancing activity. For additional information,
see “Item 1 — Business — Cyclicality and Seasonality.”

Comparison of Years Ended December 31, 2003, December 31, 2002 and December 31, 2001

Operating Revenues
A summary of the Company’s operating revenues is as follows:
{dollars in thousands)

2003 % 2002 % 2001 %

Title Insurance
Direct Operations $ 1,374,323 41.1% $1,095.617 43.2% $ 964,502 45.5%
Agency Operations 1,885,499 56.3% 1,403,947 55.4% 1,108,759 52.3%
3,259,822 97.4% 2,499,564 98.6% 2,073,261 97.8%
Lender Services 48,960 1.5% 1,860 0.1% — 0.0%
Corporate and Other 36,620 1.1% 32120 1.3% 46,213 2.2%
Total $ 3,345,402 100.0% $ 2,533,544 100.0% $ 2,119,474 100.0%

Title Insurance—Operating revenues from direct title
operations increased 25.4% in 2003 over 2002 and 13.6% in
2002 over 2001. The increase in 2003 was due to a 27.1%
increase in the number of title policies issued by the Company’s
direct operations offset by a slight decrease in the premiums per
policy issued. The decrease in the premium per policy issued is
due to the large volume of refinancing activity in 2003, which
resulted in a slightly lower premium per policy. The increase of
2002 over 2001 was due to a 15.6% increase in the number of
policies issued offset by reductions in ancillary service revenues.
Policies issued by the Company’s direct title operations were
1,112,000, 875,000 and 757,000 during 2003, 2002 and 2001,
respectively. Average mortgage interest rates for 30-year fixed
rate mortgages for 2003, 2002 and 2001 were 5.95%, 6.55%
and 6.93%, respectively. The average premium per policy
issued was $643 in 2003, $651 in 2002 and $643 in 2001. The
fluctuations noted in issued policies and average revenues per
policy issued were primarily attributable to the relative changes
in real estate activity year-over-year, as mentioned above.
Operating revenues from agency title operations increased by
34.3% in 2003 over 2002 and 26.6% in 2002 over 2001.
These increases were primarily attributable to the same factors

-—affecting -direct-title-operations and by the inherent delay in the

reporting of transactions by agents. As noted above, the timing
of policy reporting, and therefore revenue reporting by agents,
differs in various parts of the country.

Lender Services—Qperating revenues in the Lender
Services segment increased substantially in 2003 and 2002 as
compared to prior years. The primary reason for the increase
in 2003 was the purchase of INFO1 in August 2003 and
LERETA in October 2003. The real estate tax processing and
flood certification business receives cash in advance for prod-
ucts that require them to provide service over the life of the

loan. In the last quarter of 2003, the Company’s real estate
tax processing services had gross receipts of $26.6 million dol-
lars and deferred revenue recognition for $21.1 million of
these receipts. The Companv amortized approximately $15.4
million of its deferred service obligation related to pre and
post acquisition life of loan services of LERETA during the
fourth quarter of 2003. This deferred service obligation repre-
sents the amount of revenue that will be recognized over the
anticipated service life of coatracts acquired with LERETA.
The Company began operations in the default management
services area in 2002.

Corporate and Other—Qperating revenues in corporate
and other increased by $4.5 million in 2003 over 2002 and
decreased by $14.1 million in 2002 over 2001. The primary
reason for the increase in revenue in 2003 over 2002 is due to
increases in the residential inspection and commercial
appraisal and assessment businesses of $14.8 million as well
as an increase of $3.7 million related to an increase in the
equity in unconsolidated subsidiaries, offset by a reduction in
revenues of $13.8 million related to the residential appraisal
business that the Company exited in 2002. Similarly, the
decrease in 2002 over 2001 relates to increases in the residen-
tial inspection and commercial appraisal and assessment busi-
nesses in 2002 as well as a $2.6 million increase in equity in
unconsolidated subsidiaries, offset by a reduction in revenues
of $29.1 million related to the residential appraisal business.

Investment and Other Income. Investment and other income
totaled $52.1 million, $51.7 million and $50.8 million in 2003,
2002 and 2001, respectively. The increase of $396,000, or .8%,
in 2003 as compared to 2002 was primarily the result of
lower yields on cash equivalents and the Company’s investment
portfolio which was offset in large part by a larger investment
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portfolio. The increase of $902,000, or 1.8%, in 2002 as
compared to 2001, was due to a larger investment portfolio
partially offset by lower yields on cash equivalents and the
Company’s investment portfolio. The Company’s investment
portfolio consists primarily of fixed maturity securities.

Net Realized Investment Gains. Net realized investment gains
totaled $8.5 million, $1.3 million and $214,000 in 2003,
2002 and 2001, respectively. The increase of $7.2 million in
2003 compared to 2002 is primarily due to the Company’s
sale of a portion of their fixed maturity security portfolio to
provide funding for the acquisitions consummated during
2003. The increase of $1.1 million in 2002 as compared to
2001 is due to increases in the sales prices of the Company’s
fixed maturity securities as a result of the reduction of interest
rates in the marketplace.

Salaries and Employee Benefits. A summary of the Company’s
salaries and other personnel costs is as follows:

{doliars in thousands)
2003 % 2002 % 2001 %

Title Insurance  $786,756 91.6% $643,925 93.1% $572,732 89.5%
Lender Services 22567 2.6% 1,447  02% — 0.0%
Corporate and

Other 49728 58% 45973 6.7% 67417 105%

Total $859,051 100.0% $691,345 100.0% $640,149 100.0%

Title Insurance—The Company’s Title Insurance segment
accounted for approximately 91.6% of the Company’s total
salaries and other personnel costs in 2003, The Title Insurance
segment, in particular direct operations, is labor intensive and
as a result a significant variable expense component for this
segment is salaries and other personnel costs. We manage our
personnel expenses to reflect changes in the level of activity in
the real estate market. As a result, our employee base expands
and contracts over time. In order to manage personnel costs
more effectively throughout the real estate cycle, we use tem-
porary or part time employees where appropriate to staff
operations so that we can respond promptly to changes in real
estate activity. We anticipate that the Title Insurance segment’s
portion of total personnel costs will decrease as a percentage
of total personnel costs as the Company continues to diversify.
As a result of anticipated reductions in refinance activity due
to increases in interest rates, the Company has been and will
continue to reduce the number of employees in this segment.
Depending on the rapidity of the change in real estate activity,
the Company may be unable to match increasing or decreas-
ing levels of title orders with staffing levels. In periods of
declining activity, personnel costs as a percentage of revenue,
may increase.

Title Insurance salaries and employee benefit costs
increased $142.8 million, or 22.2%, in 2003 over 2002 and
$71.2 million, or 12.4%, in 2002 over 2001. The increase of

--$142.8 million.in.2003 over 2002 was primarily related to
compensation increases associated with the increase in busi-
ness volumes and increased commission expense for internal
sales personnel. The Company also had an increase in its pen-
sion expense of approximately $3.0 million (see additional
information in Note 12 to the Consolidated Financial
Statements). Average Full Time Equivalent (FTE) counts for
the year totaled 10,573 in 2003 versus 8,621 in 2002.
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Additionally, the Company had increased costs of approxi-
mately $8.0 million related to acquisitions in the current year.
The increase of 2002 over 2001 is due to a $41.8 million
increase in incentive compensation due to higher business vol-
umes and increases in the Company’s contribution to health
care benefit plans and its 401(k) match. The increase in incen-
tive compensation is due to bonuses paid relative to the
Company’s operating profits as well as operational efficiencies
achieved. The increase in the Company’s 401(k) match is
related to the Company’s discretionary matching component
which changes in correlation to the Company’s operating
results. The Company’s average FTE count was 8,621 in 2002
versus 8,365 in 2001.

Lender Services—Lender Services compensation expenses
increased in both 2003 and 2002. The Company acquired
LERETA and INFO1 in October and August 2003, respective-
ly. Personnel costs in the Lender Services segment tend to
increase during periods of increased sales volume and decrease
when sales volume is lower. This is the case because a signifi-
cant amount of work is required to set up new accounts. Once
accounts are established, monitoring and maintenance activi-
ties are less labor intensive.

Corporate and Other—Corporate and Other salary and
benefit costs increased $3.8 million, or 8.2% in 2003 over
2002 and decreased $21.4 million in 2002 over 2001. The
increase in salaries and benefit costs in 2003 over 2002 relate
to increase in employees at the Company’s shared resources
facility required due to growth in the Company’s infrastruc-
ture, primarily in the information technology area, an increase
in incentive compensation as a result of the Company’s finan-
cial performance, as well as continued expansion of the
Company’s other services (an increase of $6.4 million), offset
by the termination of the business of Primis, Inc., the
Company’s web-based provider of real estate services, of
$11.3 million (see additional information under Exit and
Termination Costs below). The decrease in 2002 over 2001 in
Corporate and Other compensation expense relates to reduced
personnel costs associated with the Primis business of $25.2
million, offset somewhat by $7.6 million in new businesses
created by the residential inspection and commercial appraisal
and assessment businesses. These businesses increased FTE
headcount by 38 employees in 2002.

Agent Commissions. A summary of agent commissions and
revenues related to the Title Insurance segment is as follows:
(dollars in thousands)

2003 2002 2001
Agent Commissian $1.511,641  $1,116,214 $ 874,757
Agent Revenues 1,885,449 1,403,947 1,108,759
% Retained by Agents 80.2% 79.5% 78.9%

The commission rate paid to agents varies by geographic
area in which the commission was paid and by individual
agent agreement. The trend-of increasing commission rates

~is-attributable-to-increased competition for-agentsr—

Provision for Policy and Contract Claims. The loss ratio (the pro-
vision for policy and contract claims as a percentage of oper-
ating revenues for the Title Insurance segment) was 5.8%,
4.2% and 4.0% in 2003, 2002, and 2001, respectively. Claims
paid as a percentage of title insurance operating revenues were
3.2%, 3.7% and 3.8% in 2003, 2002 and 2001, respectively.



The adverse development on prior year loss reserves during
2003 was attributable to the emergence of a few large claims
for policy years 2001 and 2002. Reserves for policy vears
1999 and prior developed favorably in 2003. The favorable
development on prior year loss reserves during 2002 and 2001
was attributable to lower than expected payment levels on
recent issue years which included a high proportion of refi-
nance business. The Company believes that the loss ratio will
generally decrease over the next year.

Exit and Termination Costs. The Company incurred exit and ter-
mination costs on a pre-tax basis of $0.3 million, $13.4 mil-
lion and $1.7 million in 2003, 2002 and 2001, respectively.

In October 2000, the Company acquired Primis, Inc., a
web-based provider of real estate services. In 2001, the accep-
tance of Primis’ technology by our customer base proved to be
much slower than anticipated, necessitating a fourth quarter
non-cash write-off of intangibles, including goodwill, acquired
in the acquisition. In connection with the fourth quarter 2001
non-cash writeoff of $1.7 million, the Company incurred cer-
" tain termination costs associated with facility and employee
rationalization programs.

Additionally, on June 1, 2002, the Company entered into
a joint venture agreement with The First American Corporation
to combine its residential real estate valuation operations.
Under the terms of the agreement, the Company contributed
its former Primis residential appraisal production division to
First American’s eAppraiselT subsidiary. In connection with
the transaction, the Company exited the residential appraisal
production business which had been unprofitable and recorded
a charge of $13.4 million for exit, termination and other costs
during 2002.

Finally, in 2003, the Company continued to rationalize
and consolidate certain office space. The Company incurred
charges of approximately $.8 million in the fourth quarter of
2003 related to its decision to consolidate office space in two
markets.

Write-off of Capitalized Software and Intangibles. During the
fourth quarter of 2001, the Company made a decision to scale
back and write down prior investments in specific technology
and appraisal business initiatives that resulted in two one-time
charges. The first of these was a non-cash pre-tax charge of
approximately $11.2 million resulting from the Company’s
decision to stop development of TitleQuest, its back office title
production software. The second was a one-time non-cash
pre-tax charge of $40.2 million related to impairment of
acquisition related intangibles that resulted from the Primis
acquisition. As noted above, Primis experienced performance
levels below forecast due to slower than anticipated accep-
tance of its technology by the Company’s customer base.

Additionally, in the fourth quarter of 2003, the Company
identified 21 title plants with an aggregate book value of
$4,932 that will not continue to be used or maintained. The
Company took a charge to earnings to reflect the dimunition
in value associated with these plants.

Amortization. Amortization expense increased substantially in
2003 over 2002 and decreased in 2002 from 2001. The
increase in 2003 is related to the acquisition of approximately
$363.0 million in businesses during 2003 and the related
amortizable intangible assets acquired as a result of these

acquisitions. The decrease in 2002 from 2001 is the result of
the implementation of SFAS No. 142 on January 1, 2002,
which eliminated the amortization of goodwill and long-lived
intangible assets.

Interest Expense. Interest expense increased slightly in 2003
over 2002 and decreased by $.4 million in 2002 as compared
to 2001. The increase for 2003 was related to the Company’s
convertible debt offering in November 2003 as well as addi-
tional debt acquired as the result of its acquisitions of
Centennial Bank and other businesses. These increases were
offset by lower levels of borrowings on the Company’s other
credit facilities. The decrease in 2002 from 2001 was the
result of lower levels of borrowings outstanding,

Premium Taxes. Insurers are generally not subject to state
income or franchise taxes. However, they are subject to a
“premium tax” on certain operating revenues, depending on
the state. Tax rates and their application to operating revenues
vary from state to state. Premium taxes as a percentage of
total title insurance revenues remained relatively constant dur-
ing the last three years. This percentage was 1.3% in 2003,
1.4% in 2002 and 1.3% in 2001.

General, Administrative and Other. A summary of general,
administrative and other expenses is as follows:

(dollars in thousands)
2003 % 2002 % 2001 %
Title Insurance  $399,835 83.2% $331,534 86.5% $314,895 B83.8%
Lender Services 23,333 4.9% 576 0.2% —  0.0%
Corporate and
Other 52,416 11.9% 50,994 133% 60,684 16.2%
Total $480,584 100.0% $383,204 100.0% $375,559 100.0%

Title Insurance—Title Insurance general and administra-
tive expenses increased by $68.3 million, or 20.6% in 2003
over 2002 and increased by $16.6 million, or 5.3% in 2002
over 2001, The increase in 2003 over 2002 is primarily related
to incremental costs associatzd with servicing increases in total
order volume, particularly in the area of outsourced services,
as well as costs associated with new acquisitions. The increase
in 2002 over 2001 was primarily related to higher servicing
costs in 2002 due to increased order volumes. The Company
is continuing to identify ways to streamline the process of pro-
ducing title insurance policies and believes that these efforts
could result in lower total costs to provide this insurance in
future periods.

Lender Services—Lender Services general and administra-
tive expenses increased in 2003 over 2002 and in 2002 over
2001 due to the acquisitions of LERETA and INFO1 in 2003
and the new services provided in the default services area in
2002.

Corporate and Other—Corporate and Other general and
administrative expenses increased in 2003 by over 2002 and
decreased in 2002 from 2001. The increase in these expenses
in 2003 over 2002 is primarily related to the increased support
particularly in the Information Technology area required to
service the Company’s increzsed national operations. The
decrease in expenses in 2002 over 2001 relates primarily to
the Company’s Primis operations which were discontinued in
2002.
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Income Taxes. The Company’s effective income tax rate, which
includes a provision for state income and franchise taxes for
non-insurance subsidiaries, was 35.3%, 35% and 36% for the
years ended December 31, 2003, 2002 and 2001, respectively.
The differences in the effective tax rate were primarily due to
changes in the ratio of permanent differences to income before
taxes. Information related to the items included in the effective
tax rate can be found in Note 10 to the Consolidated
Financial Statements.

Net Income. The Company reported net income of $192.1 million
or $10.31 per share on a diluted basis for 2003, compared to a
net income of $149.4 million or $8.04 per share on a diluted
basis for 2002 and a net income of $60.3 million or $3.24 per
share on a diluted basis in 2001. All three years were affected
by one-time write-offs of intangibles and capitalized software
and exit and termination costs. Exclusive of these items, net
income was $195.5 million or $10.49 per diluted share in
2003, $158.0 million or $8.51 per diluted share in 2002 and
$94.2 million or $5.06 per diluted share in 2001.

Accounting Changes

On January 1, 2002 the Company adopted SFAS No. 141,
Business Combinations, and No. 142, Goodwill and Other
Intangible Assets. Under these new rules, goodwill (and intan-
gible assets deemed to have indefinite lives) will no longer be
amortized but will be subject to annual impairment tests.
Other intangible assets will continue to be amortized over
their useful lives.

In December 2002, FASB issued SFAS No. 148,
Accounting for Stock-Based Compensation—Transition and
Disclosure, which amends SFAS No. 123, Accounting for
Stock-Based Compensation. SFAS No. 148 provides alternative
methods of transition for a voluntary change to the fair value
based method of accounting for stock-based employee com-
pensation. In addition, SFAS No. 148 amends the disclosure
requirements of SFAS No. 123 to require more prominent and
more frequent disclosures in financial statements about the
effects of stock-based compensation. The transition guidance
and annual disclosure provisions of SFAS No.148 are effective
for fiscal years ending after December 15, 2002, The interim
disclosure provisions are effective for financial reports con-
taining financial statements for interim periods beginning after
December 15, 2002. The transition rules of this standard are
not applicable since the Company continues to account for
stock-based compensation under the guidance of APB Opinion
25. See Note 7 in the Notes to Consolidated Financial
Statements for further discussion of the Company’s stock-
based plans.

In June 2002, FASB issued SFAS No. 146, Accounting for
Costs Associated with Exit or Disposal Activities, which is
effective for periods after December 31, 2002. The statement
requires that a liability for a cost associated with an exit or
disposal activity be recognized and measured initially at its
fair value in the period in which the liability is incurred.
Previously, these liabilities were required to be accrued at the
time management committed to an activity. Costs required to
be accrued included but are not limited to termination benefits
provided to current employees that are involuntarily terminat-
ed, costs to terminate a contract that is not a capital lease, and
costs to consolidate facilities or relocate employees. The
Company adopted this statement in 2003 without a material
impact to operating results.
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In January 2003, the Financial Accounting Standards
Board issued Interpretation {“FIN”) No.46, Consolidation
of Variable Interest Entities, an Interpretation of Accounting
Research Bulletin No. 51. The interpretation requires the
consolidation of entities in which an enterprise absorbs a
majority of the entity’s expected losses, receives a majority
of the entity’s expected residual returns, or both, as a result
of ownership, contractual or other financial interests in the
entity. Prior to this Interpretation, entities were generally con-
solidated by an enterprise when the enterprise had a control-
ling financial interest through ownership of a majority voting
interest in the entity. The Company adopted the provisions of
this interpretation in the fourth quarter of 2003 related to its
ownership interests in entities entered into prior to February
1, 2003 and in the second quarter of 2003 for entities entered
into subsequent to February 1, 2003. There was no material
impact to the Company’s financial condition or results of
operations resulting from implementation of this Interpret-
ation. See additional disclosures regarding this Interpretation
in Note 17 to the Consolidated Financial Statements.

In December 2003, FASB issued SFAS No. 132 (Revised
2003), Disclosures Regarding Pension and Other
Postretirement Benefit Plans. This statement amends the
disclosure requirements about the investment strategy of the
Company with regards to its benefit plan assets as well as
information surrounding the Company’s contributions to the
plan and the plan’s anticipated payment stream to partici-
pants. This statement was effective on December 15, 2003,
with the exception of anticipated benefit payment streams
whose effective date is periods ending after June 15, 2004.

Liquidity and Capital Resources

Cash provided by operating activities for the years ended
December 31, 2003, 2002, and 2001 was $305.1 million,
$228.3 million and $137.6 million, respectively. The principal
non-operating uses of cash and cash-equivalents for the three
year period ending December 31, 2003 were for acquisitions,
capital expenditures, additions to the investment portfolio and
the repayment of debt. The most significant non-operating
sources of cash and invested cash were the proceeds from the
issuance in 2003 of the Company’s $115.0 million 3.125%
Convertible Senior Debentures due 2033, and the issuance in
2001 of $150.0 million of Senior Notes through a private
placement which was used to repay outstanding debt on the
Company’s revolving credit facility and the proceeds from the
sales and maturities of certain investments. The net of all
activities was to increase cash and invested cash by $4.8
million, $57.1 million and $45.4 million for 2003, 2002 and
2001, respectively. As of December 31, 2003, the Company
held cash and invested cash of $230.6 million and fixed-
maturity securities of $1,043.8 million.

As noted above, the Company’s operating results and
cash-flows are heavily dependent on the real estate market,
particularly in the Title Insurance segment, While the
Company has continued to diversify its product portfolio over
the last several years, a significant downturn in the real estate
market would adversely impact the Company’s cash-flows.
The Company’s business is labor intensive and changes to the
real estate market are monitored closely and staffing levels are
adjusted accordingly. There is typically a lag between changes
in the real estate market and changes in personnel levels
resulting in higher personnel costs in periods where the real
estate market declines in advance of headcount reductions.



The Lender Services segment provides real estate tax payment
and flood certification services for the life of loans for which it
receives cash at loan closing. This revenue related to the long-
term servicing is deferred and amortized over the life of the
loan. Revenues, cash receipts and loans in the Company’s
industrial bank subsidiary are not dependent on the real estate
industry but are dependent on the ability of the bank to
attract deposits and qualified commercial customers, The
Company believes that its product diversification efforts along
with its management of operating expenses and significant
working capital position will enhance its ability to manage
cash resources through declines in the real estate market.

The Company has acquired, or entered into agreements
to acquire, several businesses. During 2003, the Company
completed acquisitions of approximately $363.0 million. The
2003 purchases were funded through a mixture of cash,
invested cash, investments and utilization of the Company’s
various credit facilities. The Company has entered into an
agreement to purchase a title agency in the Southern
California marketplace that is expected to close in the first
half of 2004 for a purchase price of approximately $100.0
million. The Company will continue to selectively evaluate
additional acquisitions should attractive candidates be identified.

On November 6, 2003, the Company entered into a new
five-year credit arrangement with SunTrust Bank, individually
and as administrative agent for a syndicate of selected other
banks, pursuant to which a credit facility, in the aggregate
principal amount of up to $200.0 million, was established.
This line of credit replaced the Company’s prior six-year credit
facility with Bank of America that expired on November 6,
2003. The Company has $200.0 million available under the
tacility as of December 31, 2003. The facility contains certain
restrictive covenants, including a minimum debt to capital
ratio, an interest coverage ratio and maintenance of statutory
surplus. The Company was in compliance with all such
covenants at December 31, 2003.

Additionally, in the fourth quarter of 2003, the Company
privately issued $115.0 million of its 3.125% Convertible
Senior Debentures due 2033. The Company utilized the pro-
ceeds from this issue for general corporate purposes including
financing on a long-term basis a portion of the purchase price
of certain of the acquisitions noted above. The debentures are
initially convertible into common stock at a conversion rate of
14.9162 shares per $1,000 principal amount of the debentures.
For additional information see Part II, Item 5 “Recent Sales of
Unregistered Securities.” In February 2004, the Company filed
a registration statement on Form S-3 to register both the
debentures and common stock associated with this transaction.
The Company may elect to issue additional debt securities
should the timing and interest yields prove to be attractive.

The Company’s debt, as a percentage of total capitaliza-
tion, was 23.9% as of December 31, 2003 as compared to
17.9% as of December 31, 2002. This increase is due to the
Company’s issuance of the Convertible Debentures as well as
debt acquired primarily from the acquisition of Centennial.
See additional information related to the Company’s debt
obligations in Note 14 to the Consolidated Financial
Statements.

In each of the preceding three years, the Board of
Directors has approved stock repurchase programs. In

February 2002 and 2003, the Board approved one year
authorization programs allocating $40.0 million in each year
to repurchase up to 1.25 million shares or 7% of the Company’s
existing stock over the following twelve months. In December
2001, the Board of Directors approved a program allocating
$25.0 million to repurchase up to 1.25 million shares or 7%
of the Company’s outstanding stock over the following twelve
months. In February 2004, the Board approved a one-year
program allocating $50.0 million to repurchase up to 1.25
million shares or 7% of the Company’s existing common
stock over the following twelve months. As a result of these
programs, the Company has repurchased approximately
572,000 shares for an aggregate purchase price of $19.1 million.

During the first quarter of 2001, 2.2 million shares of the
Company’s preferred stock were converted to 4.8 million
shares of common stock. This conversion decreased the
amount of preferred dividends paid by $7.7 million on an
annual basis. The common shares issued upon conversion
receive dividends at the same rate paid on all other outstanding
common shares.

Off-Balance Sheet Arrangements and Contractuai Obligations

The Company administers escrow and trust deposits as a
service to its customers. These deposits totaled $2.0 billion
and $1.7 billion at December 31, 2003 and 2002, respectively.
Escrow and trust deposits are not considered assets of the
Company and are not included in the accompanying balance
sheets. However, the Company remains contingently liable for
the disposition of these deposits.

Additionally, the Company facilitates tax-deferred property
exchanges for customers pursuant to Section 1031 of the
Internal Revenue Code. As a facilitator and intermediary, the
Company holds the proceeds from sales transactions until a
qualified acquisition occurs. These deposits totaled $524.3
million and $299.4 million at December 31, 2003 and 2002,
respectively. Similarly, the Company also facilitates tax-deferred
reverse exchanges pursuant to Revenue Procedure 2000-37.
These exchanges require the Company, using the customer’s
funds, to acquire qualifying property on behalf of the customer
and take temporary title to the customer’s property until a
qualifying acquisition occurs. Reverse property exchanges
totaled $183.7 million and $90.2 million at December 31,
2003 and 2002, respectively. Due to the structure utilized to
facilitate these transactions, |ike-kind exchanges and reverse
exchanges are not considered assets of the Company and are
not included in the accompanying consolidated balance sheets.
However, the Company remains contingently liable for the
transfers of property, disbursement of proceeds and the return
on the proceeds at the agreed upon rate.

The Company, in the ordinary course of business, enters
into business arrangements that fall within the scope of FIN
No. 45, Guarantors Accouniing and Disclosure Requirements
Including Guarantees of Indebtedness of Others, and FIN No.
46, Variable Interest Entities, both of which the Company
adopted in 2003. There were no arrangements in these cate-
gories that are reasonably likely to have a material impact on
the Company’s current or future operations, financial condi-
tion or results of operations. Required disclosures are in Notes
13 and 17 to the Consolidatzd Financial Statements.
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A summary of the Company’s contractual obligations and commercial commitments is as follows:

Payment Due By Period (dolars in thousands)

Contractual Obligations Total Less than 1 Year 1-3 Years 3-5 Years More than 5 Years
Long-Term Debt Obligations $327,358 $19,144 $73,387 $60,284 $174,573
Operating Lease Obligations 176,809 59,121 76,481 35,799 5,408
Purchase Obligations " 15,448 12,081 2,957 400 —
Total Obligations $519,615 $90,346 $152,835 $96,483 $179,951

1) The Company included all purchase obligations in excess of $100,000 in value irrespective of their termination dates. These include annually renewable corporate
insurance programs, payments required under software licensing agreements, vehicle leasing arrangements, annual line of credit availability fees and fees to certain joint
venture partners. Purchase obligations not exceeding $100,000 were not material to the Company, either individually or in the aggregate.

interest Rate Risk

The following table provides information about the Company’s financial instruments that are sensitive to changes in interest rates.
For investment securities, the table presents principal cash flows and related weighted-average interest rates by expected maturity
dates. Actual cash flows could differ from the expected amounts.

INTEREST RATE SENSITIVITY
Principal Amount by Expected Maturity — Average Interest Rate (do/fars in thousands)

2008 and
2004 2005 2006 2007 2008 After Total Fair Value
Assets:
Taxable available-for-sale
securities:
Book value $10,679 $75,420 $52,961 $46,253 $66,778 $360,406  $8612,497  $635,735
Average yield 4.85% 4.50% 4.78% 4.76% 4.42% 5.22% 4.96%
Non-taxable available-for-sale
securities:
Book value 13,617 17,573 12,126 11,5631 27,652 296,747 379,246 402,524
Average vield 371% 397% 4.49% 4.40% 4.43% 4.48% 4.42%
Preferred stock:
Book value o = — — — — 5,497 5,497 5,568 .
Average vyield - — — — — - 2.09% 2.09% o

The Company also has long-term debt of $327.4 million bearing interest at an average rate of 5.14% at December 31, 2003.
A 0.25% change in the interest rate would affect income before income taxes by approximately $.8 million annually

QUARTERLY STOCK PRICES AND DIVIDENDS

Price Range Price Range
Year Ended December 31, 2002 High Low Dividends Year Ended December 31, 2003 High Low Dividends
First Quarter $34.63 $25.55 $0.05 First Quarter $40.10 $35.50 $0.05
Second Quarter $36.85 $29.19 $0.05 Second Quarter $48.91 $39.40 $0.07
Third Quarter $36.70 $25.25 $0.07 Third Quarter $50.54 $43.55 $0.07
Fourth Quarter $38.30 $29.60 $0.07 Fourth Quarter $53.18 $44.60 $0.10
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SELECTED FINANCIAL DATA
YEARS ENDED DECEMBER 31 ($ in thousands-—except per share amounts)

2002 2001 2000 1993

2003
Revenues $ 3,406,002
Net income 192,120'
Net income (loss) per common share 10.43
Net income (loss) per common share assuming dilution 10.31
Dividends per common share 0.34
Total assets 2,717,460
Shareholders' equity $ 1,044,478

1) In 2003, the Company recorded exit and termination costs, net of tax of $§170
related to facility rationalization programs with an offset related to reductions in the
Primis accruals established in 2002. Additionally, the Company recorded title plant
impairments. net of tax.of $3,191..

2} In 2002, the Company recorded exit and termination costs net of tax of $8,690
related to its Primis operations.

REPORT OF INDEPENDENT AUDITORS

$ 2586550 $ 2170477 § 1802405 $ 2,048,013

149,352° 60,266° (80,766} 54,317
8.10 3.42 (6.60) 321

8.04 324 (6.60) 279
0.24 0.20 0.20 0.20
1,910,832 1,707,481 1,618,957 1,657,921
863,620 727,493 644,100 730,703

B) In the fourth quarter of 2001, the Company reassessed the carrying value of
intangibles and capitalized software which resulted in net of tax charges to earnings
of $32,893. See Note 18 to the Consolidated Financial Statements.

4) The net loss reported by the Compuny for the fiscal year ended December 31,
2000 resulted from a change in the Cosnpany’s method for assessing the recoverability
of goodwill (not associated with impaied assets) during the fourth quarter of 2000
which resulted in net of tax charges of $110,369.

The Board of Directors and Shareholders, LandAmerica Financial Group, Inc.

We have audited the accompanying consolidated balance
sheets of LandAmerica Financial Group, Inc. and subsidiaries
as of December 31, 2003 and 2002, and the related consolidated
statements of operations, changes in shareholders’ equity, and
cash flows for each of the three years in the period ended
December 31, 2003. These financial statements are the respon-
sibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with the auditing
standards generally accepted in the United States. Those stan-
dards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examin-
ing, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant esti-
mates made by management, as well as evaluating the overall

financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above
present fairly, in all material respects, the consolidated financial
position of LandAmerica Financial Group, Inc. and sub-
sidiaries at December 31, 2003 and 2002, and the consolidated
results of their operations and their cash flows for each of
the three years in the period ended December 31, 2003, in
conformity with accounting principles generally accepted in
the United States.

As explained in Note 20 to the financial statements, in
2002 the Company changed its method of accounting for

goodwill and intangible assets.
M ¥ MLLP

Richmond, Virginia
February 18, 2004
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CONSOLIDATED BALANCE SHEETS

LandAmerica Financial Group, Inc. and Subsidiaries
DECEMBER 31 (In thousands of dollars)

ASSETS

INVESTMENTS (Note 2):
Fixed maturities available-for-sale — at fair value
{amortized cost; 2003 — $997,240; 2002 — $937,159)
Equity securities — at fair value (cost: 2003 — $26,262; 2002 — $23,395)
Federal funds sold
Invested cash
Total Investments

CASH

LOANS RECEIVABLE (Note 3)

ACCRUED INTEREST RECEIVABLE

" NOTES AND ACCOUNTS RECEIVABLE:

Notes {less allowance for doubtful accounts:
2003 — $3,765; 2002 — $4,454)

Trade accounts receivable (less aliowance for doubtful accounts:
2003 — $12,681; 2002 — $6,102)

Total Notes and Accounts Receivable

PROPERTY AND EQUIPMENT — at cost {less accumulated depreciation
and amortization: 2003 — $169,667; 2002 — $136,788)

TITLE PLANTS {Notes 1 and 18}
GOODWILL (Notes 1, 16 and 20)

INTANGIBLE ASSESTS (less accumulated amortization
2003 - $6,982) (Notes 1 and 6)

DEFERRED INCOME TAXES (Note 10)

OTHER ASSETS
Total Assets
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2003 2002
$ 1,043,827 $ 991494
33,462 23,669
525 —
177,10 183,517
1,255,585 1,198,680
52,877 42,363
260,471 1172
14,775 15,147
13,543 10,109
94,632 59,543
108,175 79,658
99,562 66.975
99,534 96,995
425,159 201,658
158,234 962
134,235 111,883
108,853 95,375
$ 2,717,460 $ 1910832



DECEMBER 31 (In thousands of dollars)

LIABILITIES

POLICY AND CONTRACT CLAIMS {Notes 4 and 6)
DEPOSITS (Note 5)

ACCOUNTS PAYABLE AND ACCRUED LIABILITIES
FEDERAL INCOME TAXES (Note 10)

NOTES AND CONTRACTS PAYABLE (Note 14)
DEFFERED SERVICE ARRANGEMENTS®

OTHER

Total Liabilities

COMMITMENTS AND CONTINGENCIES (Notes 13)
SHAREHOLDERS' EQUITY (Notes 7 and 8)

Common stock, no par value, 45,000,000 shares authorized,
shares issued and outstanding: 2003 — 18,814,522; 2002 — 18,348,944

Accumulated other comprehensive loss
Retained earnings
Total Shareholders’ Equity

Total Liabilities and Shareholders” Equity

See Notes to Consolidated Financial Statements.

2003 2002
$ 659571 $ 574467
203,954 —
27693 237,255
- 17,549
321,358 188,476
163,462 2,892
169 26,573
1,672,982 1,047,212
520,897 509,540
(16,501) (198)
__ 540,082 354,278
1,044,478 863,620
$ 2,717,460 $ 1,910,832

2003 Annual Repoit LandAmerica Financial Group, Inc. » 17




CONSOLIDATED STATEMENTS OF OPERATIONS
LandAmerica Financial Group, Inc. and Subsidiaries
YEARS ENDED DECEMBER 31 (In thousands of dollars except per common share amounts)

See Notes to Consolidated Financial Statements.
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2003 2002 2001
REVENUES
Operating revenues $ 3,345,402 $ 2,533,544 $ 2,119,474
Investment and other income (Note 9) 52,087 51,691 50,789
Net realized investments gains (Notes 2 and 9) 8,513 1,315 214
3,406,002 2,586,550 2,170,477
EXPENSES (Notes 3, 4,12, 13, 14, 18 and 19) e
~ Agents' commissions o 1,511,641 1,116,214 874,757
Salaries and employee benefits 859,051 691,345 640,149
General, administrative and ather 480,584 383,204 375,559
Provision for policy and contract claims 188,649 105,817 83,818
Premium taxes 43,920 34,024 26,858
Exit and termination costs 262 13,370 1,685
[nterest expense 13,082 12,3789 12,766
Amortization 6,941 425 9,323
Write-off of intangibles and capitalized software 4,932 — 51,396
3,109,062 2,356,778 2,076,312
INCOME BEFORE INCOME TAXES 296,940 228,772 94,185
INCOME TAX EXPENSE (Note 10)
Current 104,873 54,574 35,245
Deferred (53) 25,846 (1,346)
104,820 80,420 33,899
NET INCOME 192,120 149,352 60,266
DIVIDENDS — PREFERRED STOCK — — {145)
NET INCOME AVAILABLE TO COMMON SHAREHOLDERS $ 192120 $ 149,352 $§ 60121
NET INCOME PER COMMON SHARE (Note 11) $ 10.43 $ 8.10 $ 342
WEIGHTED AVERAGE NUMBER OF COMMON SHARES
OUTSTANDING 18,422 18,438 17,574
NET INCOME PER COMMON SHARE ASSUMING
DILUTION (Note 11) $ 10.31 $ 8.04 $ 3.24
WEIGHTED AVERAGE NUMBER OF COMMON SHARES
OUTSTANDING ASSUMING DILUTION 18,636 18,580 18,617



CONSOLIDATED STATEMENTS OF CASH FLOWS
LandAmerica Financial Group, Inc. and Subsidiaries
YEARS ENDED DECEMBER 31 (In thousands of dollars)

2003 2002 2001
Cash flows from operating activities:

Net income $ 192,120 $ 149,352 $ 60,266
Depreciation and amartization 25,878 17,799 34,640
Amortization of bond premium 5,698 411 2,942
Write-off of intangibles and capitalized software (Note 2) 4,932 — 51,396
Realized investment (gains) (8,513) {1,315) (214)
Deferred income tax 53 25,848 (1,346)
Equity in earnings of unconsolidated subsidiaries 16,898 9,817 3,580
Change in assets and liabilities, net of businesses acquired:

Accrued interest receivable 1,757 h35 954
Notes receivable (179) {1,336} 2,238
Accounts receivable 22,557 {9,172) (21,707)
Income taxes receivable/payable (20,179) 13,896 8,132
Palicy and contract claims 84,504 13,029 4,640
Accounts payable and accrued expenses {5,081) 15,836 (7,726)
Deferred service arrangements 4,633 1,008 208
Other {19,979) R (409)

Net cash provided by operating activities 305,099 :228,295 137,594

Cash flows from investing activities:

Purchase of property and equipment, net (33,620) (15,844) (35,439)

Proceeds from sale-leaseback of furniture and equipment (Note 10) — - 10,000

Purchase of business, net of cash acquired (Note 14) {308,192} {13,169) {16,540)

Investments in unconsolidated subsidiaries (8,877) (8,270) (4,604)

Dividends received from unconsolidated subsidiaries 12,661 8,107 4,486

Change in cash surrender value of life insurance {2,983) 1,650 2,918

Cost of investments acquired:

Fixed maturities — available-for-sale {587,958) {523,244) (378,018)
Equity securities {10,962) (24,629) —_

Proceeds from investment sales or maturities:

Fixed maturities — available-for-sale 551,231 447,111 313,521
Equity securities 9,031 1,166 —_
Net change in federal funds sold 9,406 — —
Change in loans receivable (11,177) 364 8,116
Net cash used in investing activities (381,440) _ (126,758) (95,560)

Cash flows from financing activities:

Net change in deposits (4,445) — —

Proceeds fram the exercise of options 14,057 4,011 5,923

Cost of common shares repurchased (2,700) {16.266) {97)

Repayment of cash surrender value loan — (6,966) (4,893)

Dividends paid (6,316) (4,419) (3,764)

Proceeds from issuance of notes payable 119,104 1,574 160,322

Payments on notes payable (38,591) _ (22,361) {154,106)

Net cash provided by {used in) financing activities 81,109 (44,427) 3,385
Net increase in cash and invested cash 4,768 ~ 57,110 45419
Cash and invested cash at beginning of year 225,880 __ 168,770 123,351
Cash and invested cash at end of year $ 230,648 $_ 225,880 $ 168,770

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

LandAmerica Financial Group, Inc. and Subsidiaries

YEARS ENDED DECEMBER 31, 2003, 2002 AND 2001 (In thousands of dollars except per common share amounts)

BALANCE — December 31, 2000

Comprehensive income:
Net income
Other comprehensive income {loss) (Notes 2 and 7}
Net unrealized gains on securities,
net of tax $3,121 {Note B}
Minimum pension liability
adjustment, net of tax ${5,310) {(Note 10}

Common stock retired

Stock options and incentive plans
Preferred stock conversion
Preferred dividends (7%)
Common dividends {$0.20/share}

BALANCE — December 31, 2001

Comprehensive income:
Net income
Other comprehensive income {loss) (Notes 2 and 7)
Net unrealized gains on securities
net of tax $15,992 (Note 6)
Minimum pension liability
adjustment, net of tax ${14,986) (Note 10)

Common stock retired
Stock options and incentive plans
Common dividends {$0.24/share)

BALANCE — December 31, 2002

Comprehensive income:
Net income
Other comprehensive loss {Notes 2 and 7)
Net unrealized loss on securities
net of tax $ (301) (Note 7)
Minimum pension liability
adjustment, net of tax $ 8,974 (Note 12}

Common stack retired
Stock options and incentive plans

Common dividends {$0.34/share)

BALANCE - December 31, 2003

See Notes to Consolidated Financial Statements.

Accumulated

Other Total
Preferred Stack Common Stock Comprehensive Retained Shareholders'
Shares Amounts Shares Amounts Income (Loss} Earnings Equity
2,200,000 $175700 13518319 $340268 § {4712) $152843 § 664,100
— — — — — 60,266 60,266
— — — — 10,507 — 10,507
- — — — {9,442) — 19,442)
61,331
— — (3.600) {97) — — (97)
— — 244,659 5,923 — — 5,923
{2,200,000) (175,700} 4,824,559 175,700 —_ —_ —
_ — _ — — (145) (145)
— — —_ — — (3,619) {3.619)
— — 18,583,837 521,795 (3,647} 209,345 727,493
— — — — — 148,352 149,352
— — — — 29,701 — 29,701
— — — —_ (26,252) — (26,252)
152,801
— — {507,150)  (16,268) — — {16,266}
—_ — 272157 4,011 — — 4,011
— — — — — (4,419) (4,419)
— — 18,348944 509,540 (198) 354,278 863,620
— — — — — 192,120 192,120
— — — — (520 — (520}
— — —_ — (15,783) - {15,783}
175,817
— — (62,000} (2,700} — — {2,700
— — 527,578 14,057 — — 14,057
_ — — — — (6,316) {6,316)
$ — — 18,814,522 $ 520,897 $ (16501) § 540,082 $1,044,478
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

LandAmerica Financial Group, Inc. and Subsidiaries

YEARS ENDED DECEMBER 31, 2003, 2002, and 2001 (In thousands of dollars except per common share amounts)

1. Summary of Significant Accounting Policies

Basis of Presentation

The accompanying consolidated financial statements of LandAmerica
Financial Group, Inc. (the “Company”} and its wholly owned sub-
sidiaries have been prepared in conformity with accounting principles
generally accepted in the United States which differ from statutory
accounting practices prescribed or permitted by regulatory authorities
for its insurance company subsidiaries.

Organization

The Company is engaged principally in the title insurance business.
Title insurance policies are insured statements of the condition of title
to real property, showing ownership as indicated by public records,
as well as outstanding liens, encumbrances and other matters of
record and certain other matters not of public record. The Company’s
business results primarily from resales and refinancings of residential
real estate and to a lesser extent, from commercial transactions and
the sale of new housing.

The Company, through its principal subsidiaries, is one of the
largest title insurance companies in the United States. The Company’s
title insurance underwriters — Commonwealth Title Insurance
Company, Lawyers Title Insurance Corporation and Transnation Title
Insurance Company - together issue the majority of the Company’s
insurance products in 50 states, Mexico, Canada, the Caribbean and
Latin America. Additionally, the Company provides a broad array of
escrow and other title related services including collection and trust
activities, recordings and property data and disclosure services. These
services are included in the Title Insurance business segment.

Additionally, the Company has diversified into other real estate
transaction products and services including tax monitoring and flood
certification services, default management services and mortgage
credit reporting to lenders. These businesses are included in the
Lender Services segment.

Finally, the Company operates an industrial bank, provides
inspection services on commercial and residential real estate and
commercial appraisal and valuation services. These services, along
with the unallocated portion of the corporate expenses related to the
Company’s corporate offices in Richmond, Virginia (including unallo-
cated interest expense) have been included in the Corporate and
Other Business segment.

See Note 21 for additional information regarding the Company’s
business segments.

Use of Estimates

The preparation of financial statements in conformity with generally
accepted accounting principles requires management to make esti-
mates and assumptions that affect the amounts reported in the finan-
cial statements and accompanying notes. Actual results could differ
from those estimates.

Principles of Consolidation

The accompanying consolidated financial statements include the
accounts and operations, after intercompany eliminations, of the
Company and its subsidiaries. The Company’s investments in non-
majority owned partnerships and affiliates that are not variable inter-
est entities are accounted for on the equity method. The Company
also consolidates any variable interest entity of which it is the prima-
ry beneficiary in accordance with Financial Accounting Standards
Board Interpretation Number (“FIN™) No. 46, Variable Interest
Entities.

Reclassification
Certain 2002 and 2001 amounts have been reclassified to conform to
the 2003 presentation.

Investments

The Company records its fixed-maturity and equity security invest-
ments, which are classified as available-for-sale at fair value, and
reports the change in the unrealized appreciation and depreciation as
a separate component of shareholders’ equity. The amortized cost of
fixed-maturity investments classified as available-for-sale is adjusted
for amortization of premiums and accretion of discounts. That amor-
tization or accretion is included in net investment income.

Realized gains and losses on sales of investments as well as
declines in value of a security considered to be other than temporary
are recognized in operations on the specific identification basis.

The high investment grade mortgage-backed bond portion of the
fixed-maturity securities portfolio is accounted for on the retro-
spective method. For the non-investment grade mortgage-backed
bond portion of the fixed maturity securities portfolio, the
prospective method is used.

Loans Receivahle

Loans Receivable are carried at face value net of participations sold,
unearned discounts and deferred loan fees and the allowance for loss-
es. Interest is accrued daily on a simple-interest basis, except where
reasonable doubt exists as to the collectibility of the interest, in which
case the accrual of interest is discontinued. Unearned discounts and
deferred loan fees are recognized using the interest method.

In accordance with Statement of Financial Accounting Standards
(“SFAS™) No. 91, Accounting for Nonrefundable Fees and Costs
Associated with Originating or Acquiring Loans and Initial Direct
Costs of Leases, certain originarion fees and direct costs associated
with lending are capitalized anc. amortized over the respective lives of
the loans receivable as a yield adjustment using the interest method.

Accounts Receivahle

Accounts receivable are carried at face value which approximates fair
value. The allowance for doubtiul accounts receivables represents an
estimate of amounts considered uncollectible and is determined based
on management’s evaluation of historical collection experience,
adverse situations which may affect an individual customer’s ability
to repay as well as prevailing economic conditions.

Title Plants

Title plants consist of title records relating to a particular region and
are generally stated at cost. Expenses associated with current mainte-
nance, such as salaries and supplies, are charged to expense in the
year incurred. The costs of acquired title plants and the building of
new title plants, prior to the time that a plant is put into operation,
are capitalized. Properly maintained title plants are not amortized or
depreciated because there is no indication of diminution in their
value.

Intangible Assets

Intangible assets primarily include capitalized customer relationships,
non-competition arrangements and debt offering costs. These assets
were initially recognized and mzasured in accordance with SFAS No.
141, Business Combinations, at fair value. These assets are amortized
on a straight-line basis over 3 to 20 years. Amortization expense for
the next five years is anticipated to be $18,456 — 2004, $18,456 -
2005, $18,456 — 2006, $18,451 — 2007 and $17,662 - 2008.

Property and Equipment

Property and equipment, including capitalized software costs, is
recorded at cost less accumulated depreciation and is depreciated
principally on a straight-line basis over the useful lives of the various
assets, which range from three to forty years. Leasehold improvements
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are depreciated on a straight-line basis over the lesser of the term of
the applicable lease or the estimated useful lives of such assets.
Capitalized software costs are capitalized from the time of technologi-
cal feasibility is established until the software is ready for use.

Goodwill

On January 1, 2002, the Company adopted SFAS No. 142, Goodwill
and Other Intangibles. This statement addresses financial accounting
and reporting for goodwill and other intangible assets. In accordance
with SFAS No. 142, goodwill is no longer amortized but rather is
tested annually for impairment. The Company has selected October 1
as the annual valuation date to test goodwill for impairment. No
impairment was identified in the Company’s annual test. See further
details in Notes 16 and 20.

Prior to January 1, 2002, goodwill for businesses acquired prior
to July 1, 2001 was amortized on a straight-line basis over its
estimated useful life, principally over a forty-year period. The
Company assessed the recoverability of goodwill in 2001 by
estimating the future discounted cash flows of the businesses to which
the goodwill related. Estimated cash flows were determined by aggre-
gating the Company’s business to an operational and organizational
level for which meaningful identifiable cash flows could be deter-
mined. When estimated future discounted cash flows were less than
the carrying amount of the net assets (tangible and identifiable intan-
gible) and related goodwill, impairment losses of goodwill were
charged to operations. Impairment losses, limited to the carrying
amount of goodwill, represented the sum of the carrying amount of
the net assets (tangible and identifiable intangible) and goodwill in
excess of the discounted cash flows of the business being evaluated. In
determining the estimated future cash flows, the Company considered
current and projected future levels of income as well as business.
trends,. prospects.and. market and economic conditions.

Impairment of Long-lived Assets

On January 1, 2002, the Company adopted SFAS No. 144,
Accounting for Impairment or Disposal of Long-Lived Assets. This
standard requires that the Company test long-lived assets for impair-
ment whenever there are recognized events or changes in circumstances
that could affect the carrying value of the long-lived assets. If indicators
of impairment are present, the Company estimates the future cash
flows expected to be generated from the use of those assets and their
eventual disposal. In the fourth quarter of 2003, the Company identified
certain title plants that were impacted by events in their individual
marketplaces. The Company took a charge of $4,932 associated with
these title plants to adjust the carrying value to appropriate levels.
See Note 18 for additional information.

Loans Receivable Allowance

The allowance for loan losses is established through a provision for
loan losses. A loan is charged off against the allowance for loan losses
when the Company believes that collectibility of the principal is
unlikely. The allowance is an amount that management believes is
adequate to absorb estimable and probable losses on existing loans
and contracts. The Company takes into consideration changes in the
nature and volume of its portfolio, overall portfolio quality, prior loss
experience, review of specific problem loans and contracts, regulatory
guidelines and current economic conditions that may affect the bor-
rower’s ability to pay. Additionally, certain regulatory agencies, as
part of their examination process, periodically review the Company’s
allowance for loan losses. These agencies may require adjustments to
the allowance based on their judgment regarding information made
available to them.

Loans receivable are impaired when, based on current infor-
mation and events, it is probable that the Company will be unable to
collect all amounts due according to the contractual terms of the loan
agreement. Impaired loans receivable are generally measured art the
present value of expected cash flows discounted at the loan’s effective
interest rate. In the case of collateral-dependent loans, impairment is
based on the fair value of the collateral.

Policy and Contract Claims Liability
Liabilities for estimated losses and loss adjustment expenses represent
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the estimated ultimate net cost of all reported and unreported losses
incurred for policies in which revenue has been recognized through
December 31, 2003. Reported claims are reserved based on a review
by the Company as to the estimated amount of the claims and costs
required to settle the claim. The reserves for unpaid losses and loss
adjustment expenses are estimated using historical loss and loss devel-
opment analyses. Title insurance reserve estimates are subject to a sig-
nificant degree of inherent variability due to the length of time over
which claim payments are made and the effects of external factors
such as general economic conditions. Although management believes
that the reserve for policy and contract claims is reasonable, it is pos-
sible that the Company’s actual incurred policy and contract claims
will not conform to the assumptions inherent in the determination of
these reserves. Accordingly, the ultimate settlement of policy and con-
tract claims may vary significantly from the estimates included in the
Company’s financial statements. Management believes that the
reserves for losses and loss adjustment expenses are adequate. The
estimates are continually reviewed and adjusted as necessary as expe-
rience develops or new information becomes known; such adjust-
ments are included in current operations.

Income Taxes

Deferred income taxes reflect the tax consequences on future years of
differences between the tax bases of assets and liabilities and their
financial reporting amounts. Future tax benefits are recognized to the
extent that realization of such benefits are more likely than not.

Escrow and Trust Deposits

As a service to its customers, the Company administers escrow and
trust deposits which amounted to approximately $1,992,242 and
$1,680,056 at December 31, 2003 and 2002, respectively, represent-

ing undisbursed amounts received for settlements of morigage loans

and indemnities against specific title risks. These funds are not con-
sidered assets of the Company and, therefore, are excluded from the
accompanying consolidated balance sheets.

Revenue Recognition

Title Insurance — Premiums on title insurance written by the
Company’s employees are recognized as revenue when the Company
is legally or contracrually entitled to collect the premium. Revenues
from title policies issued by independent agents are generally recog-
nized when reported by the agent and are recorded on a “gross”
(before the deduction of agent commissions) versus “net” basis. Title
search and escrow fees are recorded as revenue when the order is
closed.

Lender Services — Revenue is recognized for property tax and
hazard information services on a straight-line basis over the antici-
pated life of the loan. For these services, fees are received in advance
for the entire period that a loan will be serviced. The amount not
recognized as revenue in the financial statements in the period
received is reported in the accompanying balance sheet as deferred
service arrangements in accordance with Staff Accounting Bulletin
No. 101, Revenue Recognition in Financial Statements. The amorti-
zation period is evaluated quarterly to determine if there have been
changes in the estimated life of the loan and/or changes in the number
and/or timing of prepayments.

Revenue is generally recognized on other lender services products
at the time of delivery, as the Company has no significant ongoing
obligation after delivery.

Corporate and Other - Interest income is recognized by the
Company’s industrial bank subsidiary on the outstanding principal
balance using the accrual basis of accounting. Loan origination fees
and related direct loan costs are deferred and recognized over the life
of the loan. Loans are typically classified as non-accrual if they miss
three or more contractual payments. Loans may be returned to
accrual status when all principal and interest amounts contractually
due (including arrearages) are reasonably assured of repayment
within an acceptable period of time, in accordance with the
contractual interest and principal payment terms of interest and
principal.

While a loan is classified as non-accrual and future collectibility
of the recorded loan balance is doubtful, collections of interest and



principal are generally applied as a reduction to principal
outstanding. When the future collectibility of the recorded loan
balance is expected, interest may be recognized on a cash basis.

Like Kind Exchanges

Through one of its non-insurance subsidiaries the Company facilitates
tax deferred property exchanges for customers pursuant to Section
1031 of the Internal Revenue Code. Acting as a qualified intermediary,
the Company holds the proceeds from sales transactions until a quali-
fying acquisition occurs, thereby assisting its customers in deferring
the recognition of taxable income. At December 31, 2003 and 2002,
the Company was holding $524,266 and $299,415, respectively, of
such proceeds which are not considered assets of the Company and
are, therefore, excluded from the accompanying consolidated

balance sheets. The Company also facilitates tax-deferred property
exchanges for customers pursuant to Revenue Procedure 2001-37,
so-called “reverse exchanges.” These reverse exchanges require the
Company to take title to the customer’s property until a qualifying
acquisition occurs. Through these reverse exchanges the Company
acquires property on behalf of customers using funds provided by the
customers or from non-recourse loans arranged by the customer. The
property is triple net leased to the customer and the customer fully
indemnifies the Company against all risks associated with ownership
of the property. The Company does not record these reverse
exchanges which amounted to $183,746 and $90,241 at December
31, 2003 and 2002, respectively, on its financial statements.

Statement of Cash Flows
For purposes of the statement of cash flows, cash and invested cash
are combined to present liquidity information.

Fair Values of Financial Instruments

The carrying amounts reported in the balance sheet for cash and
invested cash, short-term investments, premiums receivable and cer-
tain other assets approximate those assets’ fair values. Fair values for
investment securities are based on quoted market prices. The fair
value of the fixed-rate portion of the Company’s long-term debt is
estimated using discounted cash flow analyses, based on the
Company’s current incremental borrowing rates for similar types of
borrowing arrangements. The remaining portion of the Company’s
long-term debt approximates fair value since the interest rate is vari-
able. Additionally, the Company’s loans receivable and deposits are
estimated using a discounted cash-flow analysis. The Company has
no other material financial instruments. See Notes 3, 5 and 14.

Stock-Based Compensation

The Company grants stock options for a fixed number of shares to
employees with an exercise price equal to the fair value of the shares
at the date of grant. The Company accounts for stock option grants
in accordance with Accounting Principles Board Opinion No. 25,
Accounting for Stock Issued to Employees (“APB 25”) otherwise
known as the intrinsic value method, and accordingly, recognizes no
compensation expense for the stock option grants.

In December 2002, the Financial Accounting Standards Board
(“FASB”) issued SFAS No. 148, Accounting for Stock-Based Compen-
sation—Transition and Disclosure, which amends SFAS No. 123,
Accounting for Stock-Based Compensation. SFAS No. 148 provides
alternative methods of transition for a voluntary change to the fair
value based method of accounting for stock-based employee compen-
sation. In addition, SFAS 148 amends the disclosure requirements of
SFAS No. 123 to require more prominent and more frequent disclo-
sures in financial statements about the effects of stock-based
compensation. The transition guidance and annual disclosure provi-
sions of SFAS No. 148 are effective for fiscal years ending after
December 135, 2002. The interim disclosure provisions are effective
for financial reports containing financial statements for interim
periods beginning after December 15, 2002. The transition rules of
this standard are not applicable since the Company continues to
account for stock-based compensation under the guidance of APB 25.

Pro forma information regarding net income and earnings per
share is required by SFAS No. 148 and has been determined as if the
Company had accounted for its employee stock options under the fair

value method of that statement. The fair value of these options was
estimated as of the date of grant using the Black-Scholes option
pricing model with the following weighted-average assumptions for
2002: risk-free interest rate of 5.31%, dividend yield of .62%,
volatility factor of the expected market price of the Company’s
Common Stock of .475 and a weighted-average expected life of the
options of approximately eight years. There were no options issued
in 2003.

The Black-Scholes option vialuation method was developed for
use in estimating the fair value of traded options, which have no
vesting restrictions and are fully transferable. In addition, option
valuation models require the input of highly subjective assumptions,
including the expected stock price volatility. Because the Company’s
employee stock options have characteristics significantly different
from those of traded options, and because changes in the subjective
input assumptions can materially affect the fair value estimate, in
management’s opinion the existing models do not necessarily provide
a reliable single measure of the fair value of its employee stock
options.

The following pro forma information shows the Company’s net
income and earnings per basic and diluted share if compensation
expense for the Company’s employee stock options issued in 2003,
2002 and 2001 had been deterrained based on the fair value method
of accounting:

2003 2002 2001

Net income as reported $ 192,120 $ 149,352 $ 60,266
Deduct: Total stock-based

employee compensation

expense determined under

fair value based method for

all awards, net of related

tax effects {1,290) {2,580) (2,525)
Pro forma net income 190,830 148,772 57,741
Dividends — preferred stock — — (145)

Pro forma net income available

to common shareholders $ 190,830 $ 148,772 $ 57,596

Earnings per share:

Basic — as reported $ 1043 $ 8.10 $ 3.42
Basic — pro forma $ 1036 $ 7.96 $ 3.28
Diluted — as reported $ 103t $ 8.04 $ 324

Diluted — pro forma $ 1025 $ 7.96 3 328

Exit and Termination Costs

In January 2003, the Company adopted SFAS No. 146, Accounting
for Costs Associated with Exit or Disposal Activities, which was
effective for periods after December 31, 2002. The statement requires
that a liability for a cost associated with an exit or disposal activity
be recognized and measured ini:ially at its fair value in the period in
which the liability is incurred. Previously, these liabilities were
required to be accrued at the tirne management committed to an
activity. Costs required to be accrued include but are not limited to
termination benefits provided to current employees that were involun-
tarily terminated, costs to terminate a contract that was not a capital
lease, and costs to consolidate facilities or relocate employees. The
impact of implementation of this standard was not material.
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2. Investments

The amortized cost and estimated fair value of investments in fixed maturities 2003
available for sale at December 31, 2003, and 2002 were as follows: Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
U.S. Treasury securities and obligations of U.S. Government
corporations and agencies $ 839 $ 31 $ 148 $ 91914
Obligations of states and political subdivisions 417,934 23,445 269 441,110
Fixed maturities issued by foreign governments 1478 2 — 1,480
Public utilities 23,025 1,470 10 24,485
Corporate securities 344,337 17,693 800 361,230
Mortgage-backed securities 116,043 2137 140 118,046
Preferred stock 5,496 84 18 5,562
Fixed maturities available-for-sale $ 997,240 $ 41972 $ 1385 $ 1,043,827
2002
Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
U.S. Treasury securities and obligations of U.S. Government
corporations and agencies $ 4564 $ 4144 $ — $ 49785
Obligations of states and political subdivisions 394,971 24,336 120 419,187
Fixed maturities issued by foreign governments 8,258 94 — 8,352
Public utilities 50,447 2,077 — 52,524
Corporate securities 325171 19,596 184 344,583
Mortgage-backed securities 103,652 4,628 68 108,212
Preferred stock 9,019 16 184 8,851
Fixed maturities available-for-sale $ 937,159 $ 54,891 $ 556 § 991,494
The amortized cost and estimated fair value of fixed-maturity Amortized Estimated
securities at December 31, 2003 by contractual maturity for available- Cost Fair Value
for-sale securities are shown below. Actual maturities will differ from
contractual maturities because borrowers may have the right to call Due in one year or less $§ 2429 § 24,567
or prepay obligations. Due after one year through five years 368,716 387,884
Due after five years through ten years 329,222 348,198
Due after ten years 158,957 165,032
Mortgage-backed securities 116,043 118,046
$ 997,240 $ 1,043,827
Realized and unrealized gains (losses) representing the change in Change in
difference between fair value and cost (principally amortized cost Realized Unrealized
for fixed maturities) on fixed maturities and equity securities for
the three years ended December 31, are as follows: 2003
Fixed maturities $ 1710 $ (7,748)
Equity securities 803 6,927
$ 8513 $ (821)
2002
Fixed maturities $ 1,383 $ 45,419
Equity securities (68) 274
$ 1,315 $ 45,693
2001
Fixed maturities $ 289 % 12,578
Equity securities (75) 1,050
$ 214 $ 13,628
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Gross unrealized gains and (losses) relating to investments in equity
securities were $7,234 and $(33) at December 31, 2003.

A total of 169 securities had unrealized losses at December 31,
2003, and the duration of these securities range from one year to
thirty years. All but three of the securities with unrealized losses were
investment grade fixed maturity securities acquired by the Company
during 2003, and accordingly, each security has been in an unrealized
loss position for less than twelve months. The three securities with
unrealized losses in excess of twelve months were investment grade
and had an aggregate unrealized loss of $31.

Management has concluded that none of the available-for-sale
securities with unrealized losses at December 31, 2003 has experi-
enced an other-than temporary impairment. This conclusion was
based on a number of factors including: (1) there were no securities
with fair values less than 80% of amortized cost at December 31,
2003, (2) there were no securities rated below investment grade, and
{3) there were no securities for which fair value had been significantly
below amortized cost for a period of six months or longer.

3. Loans Receivable

Proceeds from sales of investments in fixed maturities, net of calls
or maturities during 2003, 2002 and 2001 were $463,036, $339,219
and $273,798, respectively. Gross gains of $8,655, $5,690 and
$4,191 in 2003, 2002 and 2001, respectively, and gross losses of
$779, $4,043 and $3,378 in 2003, 2002 and 2001, respectively, were
realized on those sales.

Proceeds from sales of investments in equity securities during
2003 and 2002 were $9,032 and $1,166, respectively. Gross gains of
$1,015 and $5 and gross losses of $212 and $73 were realized on
those sales in 2003 and 2002, respectively. There were no sales of
investments in equity securities during 2001.

At December 31, 2003, no industry group comprises more than
10% of our investment portfolin. This portfolio is widely diversified
among various geographic regicns in the United States, and is not
dependent on the economic stability of one particular region.

At December 31, 2003, we did not hold any fixed maturity
securities in any single issuer, other than securities issued or guaranteed
by the U.S. government, which 2xceeded 10% of shareholders’ equity.

Loans receivable at December 31, 2003, and December 31, 2002, are
summarized as follows:

2003 2002
Loans ~ interest bearing $ 257627 § 129
Conditional sales and other contracts 5.225 —
- 262,852 1,29

Unearned income on loans (660} —
Allowance for loan losses (3,319) (119)
Deferred loan fees 1,594 —

$ 260,41 $ 1,172

The average yield on the Company’s loan portfolio was 8% for the
year ended December 31, 2003. Average yields are affected by amor-
tization of discounts on loans, prepayment penalties recorded as
income, loan fees amortized to income and market interest rate
changes.

The fair value of loans receivable was approximately $263,100 at
December 31, 2003, and was estimated based on the discounted
value of future cash flows using the current rates offered for loans
with similar terms to borrowers of similar credit quality.

4. Policy and Contract Claims

The activity in the allowance for loan losses for the years ended
December 31, 2003, and December 31, 2002, is as follows:

2003 2002
Beginning of year $ 119 $ 176
Add: Provision for loan losses 715 20
Recoveries (24) 31
Balance acquired 2513 —
Less: Charge-offs {8) {108)
Balance at end of year $ 3315 $ 119

The recorded investment in loans for which impairment has been rec-
ognized was $111 at December 31, 2003. The average recorded
investment in impaired loans was $111 for the one month that the
Company owned Centennial Bank during the year ended December
31, 2003. The amount of loans in non-accrual status was not material
at December 31, 2003. A specific reserve has been provided for all
impaired loans for which management believes collectibility is doubtful.
The allowance for loan losses is maintained at a level that is considered
appropriate by management to provide for risks in the portfolio.

Activity in the liability for unpaid claims and claim adjustment
expenses is summarized as follows:

2003 2002 2001

Balance at January 1 $ 574,467 § 561,438 $ 556,798
Incurred related to:

Current year 147,310 136,502 114,173

Prior years 41,339 (30,685) (30,354)
Total incurred 188,649 105,817 83,819
Paid related to:

Current year 84N 10,503 6,651

Prior years 95,074 82,285 72,528
Total paid 103,545 92,788 79,179
Balance at December 31 $ 659,57 § 574,487 $ 561,438

The adverse development on prior year loss reserves during 2003 was
attributable to the emergence of a few large claims for policy years
2001 and 2002. Reserves for policy years 1999 and prior developed
favorably in 2003. The favorable development on prior year loss
reserves during 2002 and 2001 was attributable to lower than
expected payment levels on recent issue years which included a high
proportion of refinance business.
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5. Deposits

Passbook and investment certificate accounts at December 31, 2003,
are summarized as follows:

Passhook accounts $ 80,393
Certificate accounts:
Less than one year 96,051
One to five years 27,510
$ 203,954
Annualized interest rates:
Passbook accounts 2.03%
Certificate accounts 2.79%

8. Reinsurance

The carrying value of the passbook accounts approximates fair value
due to the short-term nature of this liability. The fair value of deposit
accounts was approximately $204,400 at December 31, 2003 and was
estimated based on the discounted value of future cash flows using a
discount rate approximating current market for similar liabilities.

The Company cedes and assumes title policy risks to and from other
insurance companies in order to limit and diversify its risk. The
Company cedes insurance on risks in excess of certain underwriting
limits, which provides for recovery of a portion of losses. The
Company remains contingently liable to the extent that reinsuring
companies cannot meet their obligations under reinsurance agreements.
Due to statutory limitations, the Company is restricted to
purchasing reinsurance from other title companies. Consequently, the

7. Sharcholders’ Equity

Company purchases significantly all its title insurance from two other
title companies. These title companies have an AM Best rating of A or
better, indicating excellent or superior ability to meet their obligations.

The Company has not paid or recovered any reinsured losses
during the three years ended December 31, 2003. The total amount
of premiums for assumed and ceded risks was less than 1% of title
premiums in each of the last three years.

Rights Agreement

The Company has issued one preferred share purchase right (a
“Right”) for each outstanding share of Common. Stock. Each-Right
entitles the holder to purchase, upon certain triggering events, shares
of the Company’s Series A Junior Participating Preferred Stock
{“Junior Preferred Stock”) or Common Stock or other securities, as
set forth in the Rights Agreement, as amended, between the Company
and State Street Bank and Trust Company, the parent company of the
Company’s transfer agent. Generally, the Rights will become exercis-
able if a person or group acquires or announces 2 tender offer for
20% or more of the outstanding shares of Common Stock. Under
certain circumstances, the Board of Directors may reduce this thresh-
old percentage to not less than 10%.

If a person or group acquires the threshold percentage of
Common Stock described above, each Right will entitle the holder,
other than such acquiring person or group, to purchase one one-
hundredth of a share of Junior Preferred Stock at an exercise price of
$85, subject to certain adjustments. As an alternative to purchasing
shares of Junior Preferred Stock, if a person or group acquires the
threshold percentage of Common Stock, each Right will entitle the
holder, other than such acquiring person or group, to buy, at the then
current exercise price of the Right, shares of Common Stock having a
total market value of twice the exercise price. If the Company is
acquired in a merger or other business combination, each Right will
entitle the holder, other than such acquiring person or group, to
purchase, at the then current exercise price of the Right, securities of
the surviving company having a total market value equal to twice the
exercise price of the Rights. Following the acquisition by any person
of more than the threshold percentage of the outstanding shares of
the Company’s Common Stock but less than 50% of such shares, the
Company may exchange one share of Common Stock for each Right
(other than Rights held by such person).

The Rights will expire on August 20, 2007, and may be redeemed
by the Company at a price of one cent per Right at any time before
they become exercisable. Until the Rights become exercisable, they
are evidenced by the Common Stock certificates and are transferred
with and only with such certificates.
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Stock Options

The Company has elected to follow APB 25 and related
Interpretations in-accounting for its employee-stock options-because,
as discussed below, the alternative fair value accounting provided
under SFAS No. 123, requires use of option valuation models that
were not developed for use in valuing employee stock options. Under
APB 23, because the exercise price of the Company’s employee stock
options equals the market price of the underlying stock on the date of
grant, no compensation expense is recognized.

Under the Company’s 1991 Stock Incentive Plan, as amended (the
“1991 Plan™), officers, directors and key employees of the Company
and its subsidiaries were eligible to receive grants and/or awards of
Common Stock, restricted stock, phantom stock, incentive stock
options, non-qualified stock options and stock appreciation rights.
The 1991 Plan expired as to new grants or awards on October 31,
2000; however, grants and awards made prior to expiration of the
1991 Plan remain subject to the 1991 Plan and the applicable provi-
sions of the grant or award. As of October 31, 2000, the Company
had made grants or awards covering 1,509,480 shares of Common
Stock under the 1991 Plan.

The Company has adopted the 2000 Stock Incentive Plan, as
amended (the “2000 Plan”), which provides for grants and/or awards
of Common Stock, restricted stock, stock options, stock appreciation
rights and phantom stock to officers, directors, employees, agents,
consultants and advisors of the Company and its subsidiaries, as
determined in the discretion of the Executive Compensation
Committee of the Board of Directors. The maximum number of
shares of Common Stock authorized for issuance under the 2000 Plan
is 3,000,000, subject to adjustment as described in the 2000 Plan.
Awards of Common Stock, restricted stock and phantom stock are
limited under the 2000 Plan to the issuance of a maximum 500,000
shares during the term of the 2000 Plan, subject to adjustment. As of
December 31, 2003, the Company had made awards of 289,580
shares of restricted stock and 100 shares of Common Stock; grants of
71,820 shares of phantom stock designated as cash units and payable
solely in cash; and grants of options covering 753,430 shares net of
adjustment for option forfeitures.



Pursuant to the 1992 Stock Option Plan for Non-Employee
Directors (the “Directors’ Plan”), each non-employee director was
eligible to receive an option grant to purchase 1,500 shares of

A summary of the Company’s stock option activity and related
information for the years ended December 31 follows:

Common Stock on the first business day following the annual meeting Weighted Weighted
of shareholders. Up to 60,000 shares of Common Stock were Number Average Average
available for issuance under the Directors’ Plan, and as of May 21, of Shares Exercise Price Fair Value
1997, the Company had granted options covering all 60,000 shares. . )
Stock option grants to non-employee directors from 1998 to 2002 Options outstanding,
were made under the 1991 and 2000 Plans. Beginning on June 17, December 31, ?UOO
1998, annual stock option grants to non-employee directors were (483,000 exercisable) 1,042,000 $24
increased from 1,500 to 2,000 shares of Common Stock. In 2003, Grantgd 710,000 3 $1256
the Company made awards of 1,000 shares of restricted stock to Exercised 246,099 15
non-employee directors under the 2000 Plan. Forfeited 12,000 45
All options which have been granted under the 1991 Plan, the
2000 Plan and the Directors’ Plan are non-qualified stock options Options outstanding,
with an exercise price equal to the fair market value of a share of December 31, 2001
Common Stock on the date of grant. Options granted under the {421,145 exercisable) 1,493,901 $29
Directors’ Plan, the 1991 Plan and the 2000 Plan which have been Granted 16,000 32 $17.92
granted to Directors expire ten years from the date of grant. All Exercised 151,757 19
remaining outstanding options, which have been granted under the Forfeited 71,502 32
1991 and 2000 Plans expire seven years from the date of grant and
generally vest ratably over a four-year period. At December 31, 2003, Options outstanding,
there were 1,885,070 shares available for future grant under the 2000 December 31, 2002
Plan following adjustment for option forfeitures. {618,630 exercisable) 1,286,542 $30
Granted — — $ —
Exercised 358,398 23
Forfeited 12,000 44
Options outstanding,
December 31, 2003
(532,738 exercisable) 916,244 $30
The following table summarizes information about stock options outstanding at December 31, 2003:
Weighted Weighted Weighted
Range of Number Average Average Number Average
Exercise Outstanding Remaining Exercise Exercisable Exercise
Prices at 12/31/03 Life Price at 12/31/03 Price
$11.75 - $2006 231,244 3.33 $19.10 148,738 $18.90
2650 - 2650 259,750 4.90 26.50 109,250 26.50
2170 - 3204 47,000 713 29.51 47,000 29.51
36.80 — 36.80 254,250 411 36.80 103,750 36.80
4360 — 5404 124,000 224 45.07 124,000 4507
$11.75 - $5404 916,244 4,04 $30.16 532,738 $30.97
Savings and Stock Ownership Plan Outside Directors’ Deferral Plan, executives and directors can defer
The Company has registered 3,100,000 shares of Common Stock for eligible compensation into deferred stock units or a cash account
use in connection with the LandAmerica Financial Group, Inc. bearing interest at a fixed rate of return. Under the terms of the origi-

Savings and Stock Ownership Plan. Substantially all of the employees
of the Company-are eligible to participate in the Plan.

Prior to July 1, 2002, the Company provided the Plan Trustee
with funds to purchase shares on the open market to use in matching
employee contributions. After that date, the Company has matched
employee contributions in cash. The level of contributions to the Plan
is discretionary and set by the Board of Directors annually. The total
number of shares purchased and allocated to employees including
both company match and employee contributions in 2003, 2002 and
2001 were 107,547, 184,656 and 237,654, respectively, at a cost of
$4,755, $5,470 and $7,966, respectively. Amounts charged to income
by the Company were $11,931, $10,347 and $6,882 for 2003, 2002
and 2001, respectively.

Deferral Plans
Pursuant to the Company’s Executive Voluntary Deferral Plan and

nal plans, deferred stock units ‘were settled by a cash payment to the
plan participant. Effective April 24, 2002, the Company amended the
deferral plans to provide for the settlement of deferred stock units in
the Common Stock of the Company. Effective January 1, 2004, and
subject to shareholder approval at the 2004 annual meeting of share-
holders, the Executive Volunta:y Deferral Plan and the Outside
Directors’ Deferral Plan were amended to provide a maximum of
800,000 and 100,000, respectively, of Common Stock that can be
issued under the plans. A trust has been established to hold the shares
of Common Stock to be used to fund payments to executives and
directors. The Company provides the trustee of the Plans with the
funds to purchase shares of Cemmon Stock on the open market to
match the number of deferred stock units credited to participants’
accounts under the deferral plens. The aggregate number of shares
purchased by the trustee of the plans in 2003 was 39,087 at a cost
of $1,540.
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Series B Preferred Stock
On February 27, 1998, the Company issued 2,200,000 shares of its
7% Series B Cumulative Convertible Preferred Stock (the “Series B
Preferred Stock”) to Reliance Insurance Company (“RIC”)} in connec-
tion with the acquisition of Commonwealth Land Title Insurance
Company and Transnation Title Insurance Company (the
“Acquisition”). The terms of the Series B Preferred Stock provided for
the payment of quarterly cumulative cash dividends at an annual rate
of 7% of the stated value of $50.00 per share, or $3.50 per share.
The Series B Preferred Stock was convertible at the option of the
holder into shares of Commen Stock at a conversion price of $22.80
per share of Common Stock (equivalent to a conversion ratio of
approximately 2.193 shares of Common Stock for each share of
Series B Preferred Stock or 4,824,561 shares of Common Stock in the
aggregate), subject to adjustment as described in the terms of the
Series B Preferred Stock. The Series B Preferred Stock was not
convertible into shares of Common Stock by RIC and its affiliates
until such time as RIC and its affiliates had sold, conveyed or trans-
ferred all of the 4,039,473 shares of Common Stock received by RIC
from the Company in connection with the Acquisition.

Convertible Debt

In November and December 2003, the Company issued approximate-
ly $115,000 of the Company’s 3.125% Convertible Senior
Debentures due 2033 through a private placement. At December 31,
2003, none of the shares had been converted.

In the first quarter of 2001, RIC sold all of the 4,039,473 shares
of Common Stock acquired in connection with the Acquisition and
an additional 4,460,561 shares of Common Stock acquired upon
conversion of 2,034,017 shares of the Series B Preferred Stock. The

8. Statutory Financial Cendition and Resuits of Operations

sales were made in connection with an underwritten public offering.
Following the sale of the shares, RIC owned 1 share of Common
Stock and 165,983 shares of Series B Preferred Stock. In June 2001,
RIC converted its remaining 165,983 shares of Preferred Stock into
363,997 shares of Common Stock. As a result, there are no
outstanding shares of Series B Preferred Stock.

Comprehensive Income
The Company has elected to display comprehensive income in the
statements of shareholders’ equity, net of reclassification adjustments.
Reclassification adjustments are made to avoid double counting in
comprehensive income items that are displayed as part of net income
for a period that also had been displayed as part of other comprehen-
sive income in that period or earlier periods. *

A summary of unrealized gains (losses) and reclassification
adjustments, net of tax, of available-for-sale securities for the years
ended December 31, 2003, 2002 and 2001 follows:

2003 2002 2001

Unrealized holding {losses) gains
arising during the period
Reclassification adjustment
for gains {losses} previously
included in other comprehensive
income (net of tax expense
{benefit) of $4,270 ~ 2003;
$551 — 2002 and $(186) — 2001)
Net unrealized holding {losses) gains
arising during the period $

$ (8,346) $ 30,724 $10,175

7.826 (1,023} 332

(520) $ 29,701 $10,507

The accompanying consolidated financial statements have been pre-
pared in conformity with accounting principles generally accepted in
the United States which differ in some respects from statutory
accounting practices prescribed or permitted in the preparation of
financial statements for submission to insurance regulatory authori-
ties. Combined statutory equity of the Company’s insurance sub-
sidiaries was $502,254 and $545,337 at December 31, 2003 and
2002, respectively. The difference between statutory equity and equity
determined on the basis of accounting principles generally accepted in
the United States is primarily due to differences between the provision
for policy and contract claims included in the accompanying financial
statements and the statutory unearned premium reserve, which is cal-
culated in accordance with statutory requirements, and statutory reg-
ulations that preclude the recognition of certain assets and limit the
recognition of goodwill and deferred income tax assets. Combined
statutory net income of the Company’s primary insurance subsidiaries
was $163,340, $128,169 and $79,309 for the years ended December
31, 2003, 2002 and 2001, respectively.

3. Investment income

In a number of states, the Company’s insurance subsidiaries are
subject to regulations which require minimum amounts of statutory
equity and which require that the payment of any extraordinary
dividends receive prior approval of the Insurance Commissioners of
these states. An extraordinary dividend is generally defined by various
statutes in the state of domicile of the subsidiary insurer. Under such
statutory regulations, net assets of consolidated insurance subsidiaries
aggregating $103,082 is available for dividends, loans or advances to
the Company during the year 2004.

In addition, the credit agreement with SunTrust Bank (See
Note 12) contains certain covenants, which would limit future
dividend payments by the Company. Management does not believe,
however, that these restrictions will, in the foreseeable future,
adversely affect the Company’s ability to pay cash dividends at
the current dividend rate.

At December 31, 2003, the Company’s insurance and industrial
bank subsidiaries had $22,862 on deposit with various state
regulatory agencies.

Earnings on investments and net realized gains (losses) for the three
years ended December 31, follow:
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2003 2002 2001

Fixed maturities

available-for-sale $ 478322 § 50555 § 48,981
Equity securities 2,032 387 —
Invested cash and other

short-term investments 2573 2172 3,102
Loans receivable 1,583 84 107
QOther investment income 125 — —
Net realized gains 8,513 1315 214
Total investment income 62,658 54,513 52,404
Investment expenses {2,058) {1,507} {1,401)

Net investment income $ 60600 $ 53,006 $§ 51,003




10. Income Taxes

The Company and its majority-owned subsidiaries file a consolidated
federal income tax return. Significant components of the Company’s
deferred tax assets and liabilities at December 31, 2003 and 2002 are
as follows:

2003 2002
Deferred tax assets:
Palicy and contract claims $ 62600 $§ 49,55
Pension liability 17,800 16,179
Employee benefit plans 28,728 24,823
Allowance for bad debts 6,258 3,871
Goodwill 39,712 49,199
Deferred income 65,028 —
Other 3,958 2,208
Total deferred tax assets 224,085 145,831
Deferred tax liabilities:
Fixed assets 8,613 2172
Title plants 8,929 7,853
Capitatized system development costs 1,443 1,689
Unrealized gains 18,813 19,113
Other intangibles 48,069 —
Other 3.983 3,121
Total deferred tax liabilities 89,850 33,948
Net deferred tax asset $ 134,235 $ 111,883

11. Earnings Per Share

A valuation allowance will be established for any portion of a
deferred tax asset that management believes may not be realized. At
December 31, 2003 and 2002, no valuation allowance was provided.

The provision for income tax differs from the amount of income
tax determined by applying the U.S. statutory income tax rate (35%)
to pre-tax income as a result of the following:

2003 2002 2001

Tax expense at

federal statutory rate $ 103929 § 80420 $ 32,958
Federal tax credits (1.211) (675) —
Non-taxable interest {5.074) (4,931} (4,452)
Dividend deductions {450) {581) (795)
Company-ocwned life insurance (567} (189) (654)
Meals and entertainment 4,888 2,992 3421
State income taxes, net of

federal benefit 3214 1,993 1,135
Other, net 151 1,391 2,286
Income tax expense $ 104820 $ 80,420 $ 33899

Taxes paid were $120,254 in 2003, $35,342 in 2002 and $25,979
in 2001.

The following table sets forth the computation of basic and diluted
earnings per share for the years ended December 31:

Numerator:
Net income — numerator for diluted
garnings per share
Less preferred dividends
Numerator for basic earnings per share

Denominator;
Weighted average shares — denominator
for basic eamings per share
Effect of dilutive securities:
Assumed weighted average conversion
of preferred stock
Employee stock options
Denominator for diluted earnings per share

Basic earnings per common share

Diluted earnings per common share

2003 2002 2001

$ 192120 § 149,352 $ 60,266
— — (145)

$ 192,120 $ 149352 $ 60121
18,422 18,438 17,574

- — 852

214 142 19

18,636 18,580 18,617

$ 1043 $ 8.10 $ 342

$ 1031 $ 8.04 $§ 324
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i2. Pensions and Other Postretirement Benefits

The Company has pension and other retirement benefit plans cover-
ing substantially all employees. The Company’s principal pension
plan is a non-contributory, qualified, defined benefit pension plan
that provides benefits based on a cash balance formula. Each partici-
pant’s account is credited annually with an amount equal to 2-5% of
the participant’s annual compensation based on the participant’s age
and years of credited service. Additionally, each participant’s account
balance will be credited with interest based on the 10-year treasury
bond rate published in November preceding the applicable plan year.

Prior to January 1, 1999, the Company maintained two separate non-

Obligations and funded status at December 31 are as follows:

Change in benefit obligation:
Benefit obligation at beginning of year
Service cost
Interest cost
Plan participants’ contributions
Plan amendments
Actuarial loss (gain)
Benefits paid
Benefit obligation at end of year

Change in plan assets:
Fair value of plan assets at beginning of year
Actual return on plan assets
Refund of plan assets
Company contributions
Plan participants’ contributions
Benefits paid
Fair value of plan assets at end of year

Funded status of the plan (underfunded)

Unrecognized net actuarial loss

Unrecognized transition obligation

Unrecognized prior service cost

Contribution made between measurement date and year end
Minimum pension liability adjustment

Accrued benefit cost

Accrued benefit cost
Accumulated other comprehensive income
Net amount recognized

The accumulated benefit obligation for all defined benefit pension
plans was $261,539 and $226,273 at December 31, 2003 and 2002,
respectively.

The projected benefit obligation, accumulated benefit obligation,

contributory defined benefit plans, which were merged into the cur-
rent plan. Participants prior to January 1, 1999, who met the require-
ments for early retirement on that date, may elect to receive their
retirement benefits under the applicable prior plan or formula. The
Company’s policy is to fund all accrued pension costs.

Additionally the Company sponsors a postretirement benefit plan
that provides for postretirement health care and life insurance benefits
to employees hired by the Company prior to January 1, 2000. The
Company also sponsors non-qualified, unfunded supplemental benefit
plans covering key management personnel.

Pension Benefits Other Benefits
2003 2002 2003 2002

$ 231,037 § 214557 $ 60,963 $ 46,221

9,269 8,134 685 851
14,525 14,916 3,785 3436
— — 881 651

— 693 — —
31,598 17,053 (1,700} 13,652
(18,688) (24.316) (4,329) (3,848}

$ 2677141 $ 231,037 $ 60,285 $ 60,963

$ 183,159 $ 193890 $ — $ —
23,265 {5,715) — —
10,200 19,300 — —
{18,688) (24,316) — —

$ 197.936 $ 183,159 $ — $ —
$  (69,805) $ (47,878 $ (60285) 3 (60,963
93,391 68,950 9,498 11,928

— — 10,562 11,735
{6,441) (8,206) 1,634 2,111
16,004 — — —
{80,747) (55,990) — —

$  (47,598) $  (43.114) $ (38591) $ (35189
$  (47,598) $  (43,114) $  (38591) $ (35189
80,747 55,990 — —

$ 33149 $ 12876 $ (38591) 3  (35189)

and fair value of plan assets for the pension plans with an accumu-
lated benefit obligation in excess of plan assets were $267,741, $261,539
and $197,936, respectively, as of December 31, 2003, and $231,037,
$226,273 and $183,159, respectively, as of December 31, 2002,

Pension Benefits Other Benefits
2003 2002 2001 2003 2002 2001
Components of net periodic pension cost;
Service cost $ 9269 8134 § 7438 $ 684 $ 851 $ 771
Interest cost 14,525 14,916 15,167 3,785 3,436 3325
Expected return on plan assets {12,387} (17,9863) (17,415) — — (91)
Amortization of unrecognized transition obligation or (asset) — — (10) 1174 1,174 1,174
Prior service cost recognized (1,766) {1,768) (1,842) 478 478 478
Recognized gain 1,290 — — 297 — —
Net periodic benefit cost $ 5931 3,321 $ 3338 $§ 6418 $ 5939 § 5857
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Additional information:

Pension Benefits Other Benefits

2003 2002 2003 2002
Increase in minimum liability included in cther comprehensive income $ 24,757 $ 41,238 $ — $ —
Actual return {loss) on plan assets $ 23,265 $ (5715 $ — $ —
Assumptions
Weighted-average assumptions used to determine benefit obligations
at December 31: Pension Benefits Other Benefits

2003 2062 2003 2002
Discount rate 6.00% 6.75% 6.75% 7.50%
Rate of compensation increase 4.63% 4.63% 4.63% 4.63%

Weighted-average assumptions used to determine net cost for years
ended December 31:

Discount rate
Expected return on plan assets
Rate of compensation increase

Pension Benefits Other Benefits

2003 2002 2003 2002
6.75% 7.50% 6.00% 6.75%
8.50% 9.0C% — —
4.63% 4.53% 4.63% 4.63%

Assumed health care cost trend rates at December 31:

2003 2002
Health care cost trend rate
assumed for next year 13.00% 13.00%
Rate that the cost trend rate
gradually declines to 5.50% 5.50%
Year that the rate reaches the rate
it is assumed to remain at 2m 201

Assumed health care cost trend rates have a significant effect on
the amounts reported for the health care plans. A one-percentage-
point change in assumed health care cost trend rates would have the
foliowing effects:

One-Percentage  One-Percentage
Point Increase Paint Decrease

The Company’s pension plaa asset allocation at December 31,
2002 and 2003 and target allocation for 2004 by asset category are
as follows:

Target Allocation Percentage of Plan Assets

2004 2003 2002
Equity securities 55.0% 50.7% 42.2%
Debt securities 35.0% 40.2% 57.8%
Other __100% 9.1% —
Total __100.0% 100.8% 100.0%

The Company anticipates that its weighted average long-term rate
of return will be 8.5%. This was developed based on the Company’s
analysis of the anticipated returns for the assets based on the
Company’s targeted asset allocation. The Company's investment
strategy is to provide average market returns through the strategic use
of equity and fixed-income and alternative investments to ensure both
liquidity and stability of the portfolio. It is anticipated that the
current mix of investments will enable the Plan to meet its expected

Effect on total of service and interest cost § 184 $ (167) rate of return while maintaining principal throughout a variety of

Effect on postretirement benefit obligation $ 2,834 $ (2,565) market conditions.

Cash Flows

Employer Contributions Pension Benefits ~ Other Benefits Contributions by participants to the other benefit plans were approx-

imately $900 and $700 for the years ending December 2003 and

2002 $ 19,300 § — 2002, respectively.
2003 26,204 —_ The measurement date for both the pension and postretirement
2004 {expected) 20,000 _ benefits valuations was September 30, 2003.

2003 Annual Report LandAmerica Financial Group, Inc. » 31




13. Commitments and Contingencies

Lease Commitments
The Company conducts a major portion of its operations from leased
office facilities under operating leases that generally expire over the
next 10 years but are renewable. Additionally, the Company leases
data processing and other equipment under operating leases, which
for the most part are renewable, that generally expire over the next
five years.

Following is a schedule of future minimum rental payments
required under operating leases that have initial or remaining non-

cancelable lease terms in excess of one year as of December 31, 2003.

2004 $§ 59121
2005 44,106
2006 32,375
2007 22,421
2008 13,378
Thereafter 5,408

$ 176,809

Rent expense was $75,144, $63,062 and $62,943 for the years
ended December 31, 2003, 2002 and 2001, respectively.

In December 2001, the Company entered into a sale-leaseback
transaction, totaling $10,000 whereby the Company sold and leased
back assets classified as furniture and equipment. These assets were
leased back from the purchaser over periods of 5 and 7 years. The
resulting lease is being accounted for as an operating lease and the
resulting gain of $171 is being amortized over the life of the lease.
The lease requires the Company to pay customary operating and
repair expenses and to observe certain covenants. This lease contains
a renewal option at lease termination and a purchase option at an
amount approximating fair market value at lease termination.

Future scheduled minimum lease payments under non-cancelable
operating leases entered into in connection with the sale-leaseback
transactions as of December 31, 2003 are as follows:

2004 § 6423
2005 6,423
2008 : 5,773
2607 : 4,487
Thereafter 939

Total minimum lease payments  § 24,045

4. Credit Arrangements

Other Commitments and Guarantees

In November 2002, FASB issued Interpretation No. 45, Guarantors
Accounting and Disclosure Requirements Including Guarantees of
Indebtedness of Others (FIN 45). The provisions for initial recogni-
tion and measurement are effective on a prospective basis for guaran-
tees that are issued or modified after December 15, 2002. Adoption
of this standard did not have a material impact on the Company’s
financial position or results of operations. The Company had guaran-
tees of indebtedness of others of approximately $6,071 at December
31, 2003 and $6,999 at December 31, 2002.

The Company has commitments to provide additional funding to
certain of its less-than-majority owned subsidiaries, under certain
conditions. The Company also patticipates in joint title plant arrange-
ments throughout the United States in which its interest is less than
50%. These joint title plants require participants to contribute their
back title information and share monthly operating expenses.

The Company’s bank subsidiary regularly commits to fund loans.
The amount of such commitments was not material as of December

31, 2003.

Concentrations of Credit Risk and Significant Customers

The Company’s banking subsidiary loan portfolio is collateralized pri-
marily by commercial and residential real estate properties through-
out southern California. As a result, the loan portfolio consists of
similar property types in the same region. Although the Company has
a diversified portfolio, a substantial portion of its debtors’ ability to
honor their contracts is dependent on the economy of Southern
California. :

The Company’s tax and flood business acquired in October 2003
had ewo customers that represented approximately $9% and 63% of
total fees received for the years ended 2003 and 2002, respectively.

Although the Company conducts its business on a national basis
through a network of branch and agency offices, approximately 47%
of consolidated title revenues for both of the years ended December
31, 2003 and 2002 were generated in the states of Texas, California,
Pennsylvania, Florida and Michigan.

A summary of the Company’s debt and credit arrangements are
as follows:
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2003 2002

3.125% senior convertible debentures,

due November 2033 $ 115,000 3 —
7.16% senior notes, due 2006 50,000 50,000
7.45% senior notes, due 2008 50,000 50,000
7.88% senior notes, due 2011 50,000 50,000
Senior Credit Facility,

due November 7, 2003 — 35,500
Senior Credit Facility,

due November 6, 2008 — —
Borrowings from Federal Home

Loan Bank Board 43,628 —

Other notes, contracts payable and
preferred stock of subsidiaries
with maturities through 2008,
average rate approximately 4.5% 18,730 2,976
$ 327,358 $ 188,476




On November 6, 2003, the Company entered into a new credit
arrangement with SunTrust Bank, individually and as administrative
agent for a syndicate of other banks, pursuant to which a credit facility,
in the aggregate principal amount of up to $200,000, was established.
This line of credit replaced the Company’s prior six-year credit facility
with Bank of America that expired on November 2003. The credit
facility is a five-year senior unsecured revolving credit facility, which
will terminate with all amounts being due and payable on November
6, 2008, unless extended as provided in the credit agreement. The
facility contains certain restrictive covenants, including a2 minimum
debt to capitalization ratio, a debt service coverage ratio and mainte-
nance of statutory surplus. The Company was in compliance with all
such covenants at December 31, 2003.

Interest accrues on the outstanding principal balance of the loans,
at the Company’s option, based on (i) LIBO (reserve adjusted) for 30,
60, 90 or 180 days with respect to any Eurodollar Borrowing plus a
margin determined by the Company’s leverage ratio or (i) SunTrust’s
Base Rate as defined in the credit agreement. In the event of any
default, interest on the outstanding principal balance of the loans will
accrue at a rate equal to SunTrust’s Base Rate plus 2.0% per annum.

On November 26, 2003 the Company issued $115,000 of its
3.125% Convertible Senior Debentures due 2033 through a private
placement. The debentures are convertible into common shares of the
Company at $67.04 per share. The Company may redeem some or all
of the senior convertible debentures at any time on or after November
15, 2010. The holders may also require the Company to repurchase
the debentures for cash at five designated repurchase dates as defined

15. Pending Legal Proceedings

in the indenture. Additionally, the Company may be required to pay
contingent interest during interest periods beginning in 2010,
depending on the trading price of the debentures, as defined in the
indenture.

The Company’s banking subsidiary has a line of credit with the
Federal Home Loan Bank Board of San Francisco ("FHLB") in the
amount of $43,628 at December 31, 2003. All advances under this
line of credit were collateralized with loans receivable and FHLB
stock. These borrowings, which included fixed term, fixed and
variable rate advances maturing 2004 through 2008, bear or carry
interest rates ranging from 1.09% to 3.90%.

The aggregate annual maturities for notes and contracts payable
in each of the five years after December 31, 2003, are as follows:

2004 $ 19144
2005 14,160
2006 59,227
2007 4,054
2008 56,230

The fair value of notes and contracts payable was $317,334 and
$200,476 at December 31, 2003 and 2002, respectively and was
estimated based on the current rates offered to the Company for debt
of the same remaining maturities.

Interest paid was $12,806, $12,229 and $11,020, in 2003, 2002
and 2001, respectively.

General

The Company and its subsidiaries are involved in certain litigation
arising in the ordinary course of their businesses. Although the ulti-
mate outcome of these matters cannot be ascertained at this time, and
the results of legal proceedings cannot be predicted with certainty, the
Company believes, based on current knowledge, that the resolution of
these matters will not have a material adverse effect on the
Company’s financial position or results of operations.

Litigation Not in the Ordinary Course of Business

On Qctober 7, 2002, the People of the State of California filed an
action (the “Attorney General Suit”) in the Sacramento Superior
Court against the Company and its subsidiaries, Lawyers Title
Insurance Corporation, Commonwealth Land Title Insurance
Company, Commonwealth Land Title Company and Lawyers Title
Company (Case No. 02A506111) (collectively, the “Defendants”)
alleging that the Defendants (i) failed to escheat unclaimed property
to the Controller of the State of California on a timely basis, (ii)
charged California home buyers and other escrow customers fees for
services which were never performed, or which cost less than the
amount charged, and (iii) devised and carried out schemes with finan-
cial institutions to receive interest, or monies in lieu of interest, on
escrow funds deposited by the Defendants with financial institutions
in demand deposits. A final judgment was entered against the
Defendants on October 8, 2002 (the “Final Judgment”), pursuant to
a settlement agreement with the Attorney General of the State of
California and the District Attorney and City Attorney of the City
and County of San Francisco. The Final Judgment provides for (i}
injunctive relief, (ii) aggregate cash payments and future discounts to
eligible customers of up to $8,000 and (iii) a cash payment of $1,600
for penalties, attorneys’ fees, costs and cy-pres restitution. The
Company made the $1,600 cash payment and has accrued its best
estimates of the aggregate cash payments. Discounts on future escrow
and title services will be treated as reductions of revenue during the
period in which they occur. The Final Judgment is subject to the veri-
fication of information provided by the Defendants during settlement
negotiations. The verification process has been completed and the
report of the independent accountant as verifier accepted by the
Attorney General of the State of California, with no change in the

amounts payable by the Defendants under the settlement agreement
approved in the Final Judgment.

On or about June 16, 2000, Norman E. Taylor, Connie S. Taylor,
Lynne Thompson Jones-Brittle, Colin R. Callaghan and Miriam J.
Callaghan (collectively, the “Plaintiffs”) filed a putative class action
suit {the “Taylor Suit”) in the Superior Court of Los Angeles,
California (Case No. BC 231917) against the Company, Common-
wealth Land Title Insurance Company, Commonwealth Land Title
Company, Lawyers Title Insurance Corporation and Lawyers Title
Company (collectively, the “Defendants”). The Plaintiffs purport to
represent the general public and a class defined in the Third Amended
Complaint dated March 20, 2002 {the “Third Amended Complaint™)
as “[a]ll persons or entities who, from June 16, 1996 to the present,
incident to purchase, sale or refinancing of real property located in
California, deposited funds in escrow accounts controlled by the
Defendants and were not paid interest on their funds and/or were
charged fees for services not rendered by Defendants or excessive fees
for the services Defendants performed.” The Plaintiffs allege in the
Third Amended Complaint that the Defendants unlawfully (a)
received interest, other credits o1 payments that served as the
functional equivalent of interest, on customer escrow funds; (b)
charged and retained fees for preparing and recording reconveyances
that they did not prepare or record, and charged and retained
excessive fees for other escrow-related services; and (c) swept or
converted funds in escrow accounts based upon contrived charges
prior to the time the funds escheated or should have escheated to the
State of California pursuant to the Unclaimed Property Law. The
Plaintiffs assert claims for relief against the Defendants based on (i}
violation of California’s Unfair Business Practices Act, California
Business and Professions Code §§ 17200, et. seq.; (ii) violation of
California’s Deceptive, False and Misleading Advertising Act,
California Business and Professions Code §§ 17500, et. seq.; and {iii}
unjust enrichment. The Plaintiffs seek injunctive relief, restitution of
improperly collected charges and interest and the imposition of an
equitable constructive trust over such amounts, damages according to
proof, punitive damages, costs and expenses, attorneys’ fees, pre- and
post-judgment interest and such other and further relief as the Court
may deem necessary and proper. On February 4, 2003, the Court
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granted the Defendants® Motion for Judgment on the Pleadings
relating to the claims brought on behalf of the general public, thereby
limiting the relief that the Plaintiffs may recover to restitution and
attorneys’ fees on behalf of the putative class. In December 2003, the
parties entered into a settlement agreement with materially the same
settlement procedures as and to be coordinated with the procedures
in the settlement agreement approved in the Final Judgment and
providing for the addition of $1,000 to the restitution fund provided
for in the settlement of the Attorney General Suit, a cash payment of
$500 to the Plaintiff’s counsel and $1 to each of two class representa-
tives. On February 20, 2004, the Superior Court gave final approval
to the settlement agreement reached with the Plaintiffs in the Taylor
Suit.

The settlements of the Attorney General Suit and the Taylor Suit
provide that they do not constitute an admission of liability or
wrongdoing by the Defendants. Notice of the settlement in the
Attorney General Suit and the Taylor Suit was published in a number
of California newspapers in December 2003. The claims process for
cash payments commenced December 17, 2003 and will end March
16, 2004. The charge reduction program through which eligible
customers may receive a $20 reduction in title and/or escrow services
is scheduled to begin in June 2004, after the close of the cash claims
process. The charge reduction program will continue until the earlier
of the exhaustion of the combined $9,000 fund or ten years, with the
charge reduction to be adjusted after seven years if necessary, to
insure full use of the fund.

On September 5, 2002, Thomas Branick filed a representative
suit on behalf of the general public against Lawyers Title Company
(“LTC”), a subsidiary of the Company, in the Los Angeles Superior
Court (Case No. BC 2811015). The complaint pleads causes of action
for unfair competition (California Business and Professions Code §§
17200, et. seq.) and unfair business practices (California Business and
Professions Code §§ 17500, et. seq.) and generally alleges that LTC
improperly charged its customers for recording documents incident to
real estate transactions and overcharged its customers for adminis-
trative fees. Plaintiffs seek injunctive relief and restitution. On
January 3, 2003, the Court (i) granted LTC’s motion to strike
portions of the complaint and (ii} sustained LTC’s demurrer, abating
the action pending completion of the verification process in the
Attorney General Suit and final resolution of the action of the Taylor
Suit. Based on the stay, and the fact that the suit is still in its initial
stages, at this time no estimate of the amount or range of loss that

16. Acquisitions

could result from an unfavorable outcome can be made.

On May 9, 2000, Romeo Jergess filed a putative class action suit
{the “Jergess Suit™) in the United States District Court for the Eastern
District of Michigan, Southern Division (Case No. 00-72124) against
Transnation Title Insurance Company (“Transnation”), a subsidiary
of the Company. The suit alleges that Transnation’s rate for an
owner’s title insurance policy, charged in accordance with rates for
new construction filed with the Insurance Bureau of the State of
Michigan, are less than the rate paid by the lender for a simultane-
ously issued lender’s title insurance policy, and that the lower rate
paid by the builder/developer for the owner’s policy involves an illegal
kickback for a referral and an illegal splitting of fees in violation of
the Real Estate Settlement Procedures Act (“RESPA”). On April 27,
2001, a similar suit was filed by Elaine Miller (the “Miller Suit™) in
the same court (Case No. 01-71647) against Lawyers Title Insurance
Corporation (“Lawyers Title”), a subsidiary of the Company. The
plaintiffs in both suits seek an unspecified amount of damages equal
to three times the amount of the charge for each simultaneously
issued lender’s title insurance policy in connection with a new home
purchase commencing with the period one year before the filing of
each complaint, plus costs, interest and attorneys’ fees. The Jergess
Suit and the Miller Suit were consolidated on July 18, 2002 with
cases pending against First American Title Insurance Company and
Chicago Title Insurance Company. On December 5, 2002, the court
certified a class defined as all individuals who, during the period
commencing prior to one vear of the filing of the applicable suit and
ending on October 30, 2002, purchased a newly constructed one to
four family dwelling or condominium and were charged for a lender’s
title insurance policy allegedly in violation of RESPA. On February
12, 2003, the United States Court of Appeals for the Sixth Circuit
denied Transnation’s and Lawyers Title’s petitions for an interlocutory
appeal of the class certification order. On October 20, 2003, the
judge ordered that individuals otherwise meeting the class definition,
but who closed transactions involving relevant policies between
October 31, 2002 through October 30, 2003, would not be subject to
a statute of limitations defense raised by Transnation Title or Lawyers
Title between October 30, 2003 and October 31, 2004. Discovery is
currently underway. Transnation and Lawyers Title intend to defend
vigorously the consolidated suits. A trial date has not been set. At this
early stage in the litigation, no estimate can be made of the impact on
the Company that could result from an unfavorable outcome at trial.

Business Combinations

On January 1, 2002, the Company adopted SFAS No. 141, Business
Combinations. This statement addresses financial accounting and
reporting requirements for business combinations. Consistent with
SFAS No. 141, the Company has accounted for all acquisitions using
the purchase method of accounting.

During the year ended December 31, 2003, the Company
completed 19 acquisitions. These acquisitions were intended to grow
the Company’s title operations and expand its real estate transaction
services portfolio. The useful life of all assets recorded in purchase
accounting is based on market conditions, contractual terms and
other appropriate factors.

The following acquisition was considered material and is included
in the Lender Services segment:

On October 1, 2003, the Company purchased 100% of the
issued and outstanding stock of LERETA Corp. (“LERETA”) for
approximately $221,000 in cash. In connection with the closing of
the acquisition, the Company entered into a stock purchase
agreement, non-competition agreements with certain shareholders, a
non-solicitation agreement with certain shareholders and employment
agreements with certain employees. The non-competition agreements
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prohibit certain shareholders from engaging in activities related to the
business of LERETA for a period of three years following the date of
specified events. The non-solicitation agreement prevents shareholders
from employing any employee of the Company for a period of one
year after closing and the employee has ceased employment with the
Company.

The transaction was treated under the purchase method of
accounting and, as a result, the Company has allocated $166,606 to
goodwill, $86,795 to other intangible assets, namely acquired
customer relationship intangibles, and $14,825 to capitalized
software.

The assets acquired and liabilities assumed in the LERETA
acquisition were as follows:

Tangible and amortizable intangible assets

assets acquired at fair value § 215700
Goodwill 166,600
Liabilities assumed at fair value (161,300)

Total purchase price $ 221,000



Selected unaudited pro forma combined results of operations for
the years ended December 31, 2003 and 2002, assuming the acquisition
had occurred as of January 1, 2002, and using actual general and
administrative expenses prior to the acquisition, are set forth below:

2003 2002
Total revenue $ 3,500,956 $§ 2672018
Net earnings $ 203,950 $ 143,106
Basic earnings per share $ 11.07 $ 776
Diluted earnings per share $ 10.94 $ 7.70

The Company also acquired businesses that were not material,
individually or in the aggregate as follows: 11 in the Title Insurance
segment, 1 in the Lender Services segment and 6 in the Corporate and
Other segment. Their aggregate purchase price was $142,067. The
purchase price for each was allocated to the assets acquired and
liabilities assumed based on estimated fair values and approximately

17. Variable Interest Entities

$55,576 in goodwill was recorcled. The Company is currently final-
izing the results of its purchase price allocations since several
acquisitions were completed at the end of 2003. The results of opera-
tions and financial position of the entities acquired during 2003 are
included in the Consolidated Financial Statements from and after the
date of acquisition.

Substantially all of the acquisitions in 2003 have escrow agree-
ments where a portion of the consideration has been placed in escrow
until predetermined criteria have been met. Additionally, in certain
instances, the Company has entered into purchase agreements which
contain provisions for additional payments should the acquired
company meet certain operating results. Neither the escrow agree-
ments nor the contingent consideration are material to the financial
statements or operations of the Company.

Total cost and goodwill recognized in all acquisitions made by the
Company were $363,067 and $222,182 in 2003, $13,169 and
$10,956 in 2002 and $16,540 and $15,794 in 2001. There was
$6,486, $0 and $0 tax deductible goodwill associated with these
acquisitions in 2003, 2002 and 2001, respectively.

In January 2003, FASB issued Interpretation No. 46 (FIN 46), Consoli-
dation of Variable Interest Entities, an Interpretation of Accounting
Research Bulletin No. 51 (the "Interpretation”). The Interpretation
requires the consolidation of entities in which an enterprise absorbs a
majority of the entity’s expected losses, receives a majority of the entity’s
expected residual returns, or both, as a result of ownership, contractual
or other financial interests in the entity. Previously, entities are generally
consolidated by an enterprise when it has a controlling financial interest
through ownership of a majority voting interest in the entity. Consistent
with FASB Staff Position, FIN 46-6, Effective Date of FASB Interpre-
tation No. 46, Consolidation of Variable Interest Entities, the

18. Impairment and Exit and Termination Charges

Company implemented FIN 46 in the fourth quarter of 2003 related to
its ownership interests in entities entered into prior to February 1, 2003
and in the second quarter of 2003, for entities entered into subsequent
to February 1, 2003. The impact. of implementation was not material to
the Company.

The Company, in the course of its normal day-to-day business,
enters into joint ventures and partnerships related to its title opera-
tions and title plants. These entities are immaterial to its financial
position and results of operations individually and in the aggregate.
At December 31, 2003, the Company had no material exposure to
loss associated with Variable Interest Entities to which it is a party.

On August 1, 2000, the Company entered into a joint venture
agreement with The First American Corporation contributing certain
assets of its wholly-owned subsidiary, Datatrace, creating Data Trace
Information Services (“Data Trace”). The financial statements of the
Company reflect Data Trace as an investment in affiliates, included in
Other Assets on the balance sheet. Pursuant to EITF 94-3 the Company
recorded exit and termination costs of $3,079 related to the decision to
enter into the joint venture all of which the Company had paid as of
December 31, 2001,

Due to continued performance levels below original forecasts, the
Company reassessed the carrying value of intangibles associated with
the Primis acquisition during the fourth quarter of 2001. The
assessment of the recoverability of intangibles related to the acqui-
sition was based upon an analysis of discounted cash flows. The
discount rate used in determining discounted cash flows was a rate
corresponding to the Company’s cost of capital. As a result of this
analysis, the carrying value of intangibles was written down.

This charge amounted to $40,181 and is included under the
caption “Write-off of intangibles and capitalized software” in the
Consolidated Statements of Operations.

During the fourth quarter of 2001 the Company determined that
it would no longer pursue the development of TitleQuest, its back
office title production software, and recorded a non-cash charge of
approximately $11,215 relating to the TitleQuest project which is
included under the caption “Write-off of intangibles and capitalized
software” in the Consolidated Statements of Operations.

In the first quarter of 2002, the Company recorded $3,190 of
exit and termination costs related to the closing of certain offices and
reduction in workforce of its real estate appraisal operations. On June
1, 2002, the Company entered into a joint venture agreement with
The First American Corporation to combine real estate appraisal

operations. Under the terms of the agreement, the Company
contributed its former Primis residential appraisal production
division, which it acquired in 2000, to First American’s eAppraiselT
subsidiary. In connection with the transaction, the Company exited
the residential appraisal production business, which had been unprof-
itable, and recorded a second quarter charge of $14,132 for exit,
termination and other costs. This amount was comprised of $4,635
related to lease termination costs, $2,209 related to employee
severance costs and $7,288 related to the write down to estimated net
realizable value of assets determined not to be redeployable and other
miscellaneous exit costs. The original amount accrued was reduced
$3,952 in the fourth quarter of 2002 and $534 during 2003. These
reductions were a result of the favorable settlement of real estate,
rental and other obligations. Of the remaining accrual, $10,776 had
been paid as of December 31, 2003, leaving $2,060, which the
Company expects to be substartially paid by December 31, 2006.

As part of its normal process of reviewing long-lived assets, at
December 31, 2003 the Company identified 21 title plants in the Title
Insurance segment with an aggregate book value of $4,932 that will
not continue to be used or maintained. Accordingly, the Company
recorded an impairment loss of $4,932 which is reflected in “Write-
off of intangibles and capitalized software” in the Consolidated
Statements of Operations.

Additionally, in the fourth quarter of 2003, the Company
identified two opportunities to rationalize and consolidate facilities in
the Title Insurance segment. In connection with these programs, the
Company incurred $796 of exit costs. These costs were comprised of
$673 related to lease termination and $123 of other miscellaneous
exit costs. Of the $796 in original accruals, $312 had been paid prior
to year-end with the remaining balance of $484 anticipated to be
substantially paid by June 30, 2004.
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19. Unaudited Guarierly Financial Data

Selected quarterly financial information follows:

2003

Premiums, title search, escrow and other

Net investment income

Income before income taxes

Net income

Net income per common share

Net income per common share — assuming dilution

2002

Premiums, title search, escrow and ather

Net investment income

Income befare income taxes

Net income

Net income per common share

Net income per common share — assuming dilution

20. Goodwill and Other Intangibles

First Quarter Second Quarter Third Quarter Fourth Quarter

$ 696,448 $ 834,326 $ 890,281 $ 924347
15,570 13,976 16,526 14,528
64,608 96,131 98,032 38,169
41,995 62,003 63,427 24,695

$ 230 $ 338 $ 344 $ 1.33
$ 228 $ 333 $ 3.40 $ 1.32

$ 551,258 $ 604,018 $ 6815415 $ 762,883
12,999 12,791 13,198 14,018
26,758 39,679 61,323 102,012
17,393 25791 39,860 66,308

$ 0.94 $ 1.39 $ 2.76 $ 3.64

$ 0.93 $ 1.38 $ 215 $ 3.61

(1) In 2003, the Company recorded exit and termination costs, net of tax of
$170 related to facility rationalization programs with an offset related to
reductions in the Primis accruals established in 2002. Additionally, the
Company recorded title plant impairments net of tax of $3,191.

In June 2001, the FASB issued SFAS No. 141, Business Combinations
and SFAS No. 142, Goodwill and Other Intangible Assets. SFAS No.
141 requires that the purchase method of accounting be used for all
business combinations initiated after June 30, 2001 and included
guidance on the initial recognition and measurement of goodwill and
other intangible assets arising from business combinations completed
after June 30, 2001. Under SFAS No. 142, goodwill and other intan-
gible assets with indefinite lives are no longer amortized but are sub-
ject to annual impairment tests. The Company’s title plants are intan-
gible assets with indefinite lives.

On January 1, 2002, the Company adopted SFAS No. 142, which
increased annual net earnings by approximately $6,600 in 2002. The
Company has performed the transitional and annual impairment tests
as prescribed in SFAS No. 142. No impairment charge resulted from
these tests.

The following table provides comparative earnings and earnings
per share had the non-amortization provisions of SFAS No. 142 been
adopted for the periods ended December 31:

2003 2002 2001
Reported net income $ 192120 § 149,352 $ 607266
Less preferred dividends — — {145)
Reported net income
available to commaon
shareholders 192,120 149,352 50,121

Goodwill amortization,
net of tax — — 6,592

Adjusted net income $ 192120 § 149352 $ 66,713
Basic earnings per share:

Reported net income $ 1043 8.10 3 3.42

Goodwill amortization — — 0.38

Adjusted net income $ 1043 § 8.10 3 3.80

Diluted earnings per share;
Reparted net income $ 1031 § 8.04 $ 324
Goodwill amortization — — 0.35
Adjusted net income $ 1031 § 8.04 $ 3.59

The changes in the net carrying value of goodwill for the year ended
December 31, 2003, are as follows:
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Balance as of December 31, 2002 $ 201,658
Goodwill acquired 223,501
Goodwill disposed —

Balance as of December 31, 2003 $ 425,159

Goodwill by segment is $220,881 Title Insurance, $189,777 Lender
Services and $14,501 in Corporate and Other at December 31, 2003.



21. Segment Information

The Company, through its subsidiaries, is engaged in the business of
providing title insurance as well as a broad array of real estate trans-
action related services. The Company has three reporting segments
that fall within two primary business segments, Title Insurance and
Lender Services. The remaining immaterial reportable segments have
been combined into a group called Corporate and Other.

Title Insurance includes residential and commercial title insurance
policies, escrow and closing services, commercial real estate services,
and other real estate transaction management services.

Lender Services provides services consisting primarily of real
estate tax processing, flood zone certifications, consumer mortgage
credit reporting and default management services.

Corporate and Other includes Orange County Bancorp and
its wholly-owned subsidiary, Centennial Bank (“Centennial”), a

California industrial bank that the Company acquired in November
2003, residential inspection and commercial appraisals and assess-
ments, as well as the unallocated portion of the corporate expenses
related to the Company’s corporate offices in Richmond, Virginia and
unallocated interest expense.

The Company provides its title services through direct operations
and agents throughout the United States. It also offers title insurance
in Mexico, Canada, the Caribbean, and Latin America. The interna-
tional operations account for less than 1% of the Company’s income
before income taxes. Tax related services are offered nationwide.
Appraisal services are provided i1 40 states.

Selected financial information about the Company’s operations by
segment for each of the three past years is as follows:

Income Investments
Operating Personnel Before in Capital
Revenues Cost Depreciation Amartization Taxes Assets Affiliates  Expenditures
2003
Title Insurance. .. $ 3,259,822 $ 786,756 § 14,561 $ 5448 $ 3711582 $1883,182 §$ 17,351 $ 30929
Lender Services 48,960 22,567 1.277 3,466 (334) 439,600 985 705
Corporate and Other 36,620 49,728 3,058 {1,969) {74,308} 394,678 5,110 1,986
Total $ 3.345,402 $ 859,051 18,896 $ 6941 $ 2965940 $2717460 $ 23,446 $ 33,620
2002 .
Title Insurance $ 2,499,564 $ 643,925 13,082 $§ 744 $ 300,80¢ $1772677 § 8871 $12139
Lender Services 1,860 1,447 45 — (262) 346 93 380
Corporate and Other 32,120 45,973 4,247 (319) (70,574) 137,809 5,494 3,315
Total § 2533544 $ 691,345 17,374 § 425 § 229772 $1910832 §$ 14458 § 15844
2007
Title Insurance $ 2,073,261 § 572,732 18,722 § 8157 $ 184215  $1617873 $§ 1,189 §$ 31,827
Corporate and Other 46,213 67,417 6,554 1,166 (90,050) 89,608 6,489 3,512
Total $ 2,119,474 $ 640,149 25,276 $ 9323 $§ 94165 $1707481 § 7678 $35439

22, Subsequent Events

In January 2004, the Company entered into a definitive agreement to
purchase County Title Holding Corporation, the parent company of
Southland Title Corporation, Southland Title of Orange County,
Southland Title of San Diego and Southland Title Equities
("Southland Title") for approximately $100,000 in cash. Southland
Title is California’s largest independent title and escrow company.
The Company anticipates closing on the transactions in the first half
of 2004 subject to. regulatory approval.

In November and December 2003, the Company issued $115,000
of the Company’s 3.125% Convertible Senior Debentures due 2033
through a private placement. In February 2004, the Company filed a
registration statement on Form $-3 to register both the debentures
and common stock associated with this transaction. At December 31,
2003, none of the shares had been converted.
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